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PREFACE 

This  book  has  been  prepared  to  accompany  the  authors' 
Principles  of  Accounting.1  The  arrangement  of  the  material 
in  chapters  follows  that  of  the  text.  The  problems  and  exer- 
cises given  have  been  constructed  to  illustrate  specific  principles 
for  classroom  purposes,  and  hence  no  attempt  has  been  made 
to  represent  exactly  situations  arising  in  accounting,  practice. 
Nevertheless  many  of  the  problems  and  exercises  have  been 
adapted  from  concrete  situations,  particularly  in  the  chapters 
on  financial  statements. 

A  convenient  folio  of  blank  forms  has  been  arranged  which 
may  be  used  by  the  student  in  working  the  problems  and  exercises 
in  this  book.  These  forms  are  designated  by  the  letters  A,  B,  C, 
etc.  Unless  a  reference  to  a  special  form  is  made  in  a  particular 
problem  it  is  understood  that  Form  A  is  to  be  used.  These  folios 
may  be  secured  from  the  publisher. 

W.  A.  P. 
R.  A.  S. 
September  i,  1918. 

Published  by  The  Macmillan  Company. 


PROBLEMS  AND  EXERCISES 
IN  ACCOUNTING 


i 

THE  NATURE  AND  SCOPE  OF  ACCOUNTING 

i. 

What  is  the  unit  of  organization  with  which  accounting 
deals  ? 

2. 

Name  and  contrast  briefly  the  three  principal  types  of  pri- 
vate business  enterprises  found  in  the  United  States. 

3- 

Whose  interests  predominate  in  the  business  enterprise  ?  Ex- 
plain. 

4- 

State  the  important  general  characteristics  of  the  modern 
industrial  situation  which  emphasize  the  need  for  an  accounting 
analysis  of  the  business  process. 

5- 

The  property  of  enterprise  A  is  owned  outright  by  one  indi- 
vidual. Enterprise  B  is  a  corporation  and  its  ownership  is  repre- 
sented by  stockholders,  bondholders  and  noteholders.  In  which 
case  is  the  need  for  sound  accounting  more  urgent?  If  the  ex- 
clusive ownership  of  enterprise  B  were  represented  by  a  single 
issue  of  capital  stock,  how  would  you  answer  the  above  question  ? 
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6. 

What  has  accounting  to  do  with  the  alleviation  of  business 
disturbances?  Name  several  important  interests  which  may 
desire  accounting  information  concerning  the  business  enterprise. 

7- 

What  are  the  important  facts  which  the  owner  or  investor 
wishes  to  know  and  which  should  be  shown  by  the  accountant? 


What  is  the  relation  between  the  need  for  proper  accounting 
and  the  development  of  the  tax  on  the  incomes  of  business  enter- 
prises? Give  other  illustrations  of  the  interest  of  the  public  in 
the  observances  of  sound  accounting  principles. 

9- 

"It  is  possible  for  competitive  enterprise  to  be  reasonably 
efficient  and  to  furnish  services  and  commodities  at  reasonable 
prices  without  the  use  of  elaborate  accounting  records;  but  with 
the  development  of  public  control  and  ownership  the  importance 
of  accounting  is  greatly  magnified."  Without  assuming  the  truth 
of  the  first  clause  argue  for  the  validity  of  the  second. 

10. 

What  relation  have  increased  population  and  the  depletion 
of  natural  resources  to  accounting?  Name  some  of  the  important 
problems  facing  the  management  of  the  typical  modern  enterprise 
which  require  elaborate  statistical  information  for  an  adequate 
solution. 


II 

THE  THEORY  OF  BALANCE  SHEET  ACCOUNTS 


Define  an  asset  or  property  item.  Make  a  list  of  the  im- 
portant classes  of  property  owned  by  some  enterprise  with  which 
you  are  familiar.  What  is  the  important  element  which  all  these 
items  have  in  common? 

2. 

What  is  meant  by  the  term  "equities"  as  used  in  the  text? 
Name  the  important  types. 

3- 

A  has  some  capital  which  he  desires  to  invest  in  business. 
He  becomes  interested  in  a  successful  retail  store.  The  records 
show  that  the  property  of  the  enterprise  (stock,  fixtures,  etc.)  is 
worth  $23,000,  and  an  inventory  verifies  this  figure.  B,  the  pres- 
ent proprietor,  offers  to  sell  out  to  A  for  the  above  amount.  Can 
A  proceed  intelligently  on  the  basis  of  this  information  alone? 
Explain  carefully,  drawing  a  general  conclusion. 

4- 

Classify  the  following  items  as  assets  and  equities : 

Store   Site    $  8,000 

Store   Building    35»ooo 

Warehouse  Lease  2,500 

Mortgages    12,000 

Office  Equipment   400 

Store   Equipment    2,000 

A,   Proprietor    16,000 

Merchandise  25,600 

Delivery  Equipment 1,800 
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Notes  Payable 8,000 

B,  Proprietor 32,000 

Accounts  Receivable    2,500 

Notes  Receivable    400 

Worden  Supply  Co 6,000 

Miscellaneous  Accounts  Payable 6,200 

Cash 2,000. 

5- 

The  following  items  are  found  listed  in  the  financial  state- 
ments of  the  Stanley  Improvement  Co. :  Real  Estate ;  Real 
Estate  Loans;  Furniture  and  Equipment;  Bills  Receivable; 
Capital  Stock;  Cash  in  Bank;  Other  Cash  Items;  Franchises; 
Bills  and  Accounts  Payable;  Accounts  Receivable;  Mortgages; 
X  Co.'s  First  Mortgage  Bonds. 

Arrange  the  above  in  balance  sheet  form,  assuming  amounts. 
Can  you  be  sure  that  your  classification  in  this  case  is  correct? 
How  does  the  last  problem  differ  in  this  respect? 

6. 

The  following  statement  represents  the  balance  sheet  of  the 
Ebers  Mfg.  Co. : 

Assets  Equities 

Real  Estate $  25,000     Capital  Stock $100,000 

Factory  Building  ....     40,000     Bonds 70,000 

Tools  and  Machinery.     28,000     Notes  Payable 8,600 

Materials  and  Supplies  60,000 
Notes  and  Accts.  Rec.  13,500 
Cash  .  12,100 


Total    $178,600         Total    $178,600 

The  entire  ownership  of  this  enterprise,  stocks,  bonds  and 
notes,  is  now  in  the  hands  of  O.  D.  Hanson  who  has  gradually 
bought  out  all  other  interests.  Assuming  that  all  of  Hanson's 
property  is  invested  in  this  company  prepare  his  personal  balance 
sheet.  What  comment  have  you  to  make? 
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7- 

Why  is  there  an  inevitable  equality  between  the  total  of  all 
the  asset  items  in  a  specific  enterprise  and  the  total  of  all  equities 
in  that  enterprise  ?  In  what  sense  does  an  insolvent  firm  show  an 
exception  to  this  equality  of  accounting  classes  ? 

8. 

The  Blank  Co. 
Assets  Equities 

Real  Estate $  40,000     Capital  Stock $  40,000 

Plant  and  Machinery.     60,000     Bonds 60,000 

Supplies 20,000     Notes  Payable 20,000 

Cash 10,000     Accounts  Payable 10,000 

$130,000  $130,000 

Discuss  the  above  statement.  Is  there  any  necessary  rela- 
tionship between  the  equal  items  in  the  opposite  columns?  Ex- 
plain. 

9- 

Distinguish  between  proprietorship  and  liabilities. 

10. 
How  must  the  accountant  conceive  of  business  operation  ? 

ii. 

The  following  record  is  found  among  some  papers : 

Cash 
+  $10,000 

—     500 

—        1,200 

+        610 

+          75 
+          64 


—  790 
+         :40 

—  6,200. 

Is  this  statement  an  account  ?    Explain  fully.    Arrange  these 
items  in  conventional  account  form. 
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12. 

Explain  in  your  own  words  the  construction  of  the  asset 
and  equity  accounts.  What  information  should  be  shown  by 
these  accounts  ? 

IS- 

Give  a  three-fold  classification  of  transactions  in  terms  of 
asset  and  equity  facts.  Illustrate  each  type.  Show  that  every 
transaction  gives  equal  entries  in  opposite  columns  if  all  the 
facts  are  recorded. 

14. 

Explain  the  effect  of  each  of  the  following  transactions  upon 
the  asset  and  equity  classes: 

(a)  Machinery  is  purchased  for  cash,  $500. 

(b)  Finished  goods  are  sold  for  $550,  cash;  assets  to  the 
amount  of  $475  are  consumed  in  producing  these  goods. 

(c)  Coal  is  purchased  for  cash,  $100. 

(d)  Owner  B  withdraws  $500  of  his  investment  in  cash. 

(e)  Owner  C,  who  has  an  interest  of  $20,000,  retires  from 
active  control  and  receives  a  second  mortgage  on  the  enterprise 
for  the  amount  of  his  equity. 

(f)  The  firm  discovers,  by  accident,  a  new  process  worth 
$5,000.    The  cost  of  patenting  and  perfecting  is  $1,000. 

(g)  Notes  payable,  $5,000,  are  retired,  and  bonds  are  issued 
for  the  same  amount. 

(h)  Depreciation  of  buildings,  $1,000,  is  recognized. 
(i)    Capital  stock,  $5,000,  is  issued  for  cash. 
(j)  Furniture  to  the  amount  of  $300  is  stolen. 


Record  the  following  transactions  in  asset  and  equity  ac- 
counts. 

(a)  The  firm  buys  goods,  $400,  on  a  6o-day  note. 

(b)  The  firm  borrows  $500  from  a  bank  on  a  6o-day  note. 

(c)  The  firm  settles  an  open  account  of  $200  with  a  note. 
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(d)  The  property  of  the  firm  is  mortgaged  for  $4,000;  cash 
for  the  amount  of  the  mortgage  is  received. 

(e)  A  customer's  account,  $300,  is  paid  in  cash. 

(f)  The  firm  is  given  $500  anonymously. 

(g)  Capital  stock  to  the  amount  of  $25,000  is  issued  for  cash, 
(h)  First  mortgage  bonds,  $10,000,  are  issued  in  exchange 

for  capital  stock  of  the  same  amount. 

(i)  The   bonds  mentioned   in    (h)    are   retired   with  cash, 
$10,000. 

16. 

Explain  the  significance  of  the  terms  debit  and  credit  as  used 
in  the  text. 


Ill 


THE  CONSTRUCTION  OF  SUPPLEMENTARY 
ACCOUNTS 

i. 

"Business  transactions,  in  a  broad  sense,  can  be  classified  in 
two  groups:  (i)  those  happenings  which  represent  actual  pur- 
chase and  sale  transfers  and  are  recorded  as  they  occur;  and  (2) 
those  occurrences  which  represent  operation  in  the  strict  sense 
and  are  usually  recorded  only  at  specified  intervals."  Explain. 
Illustrate  each  type. 

2. 

Show  that  a  record  of  coal  purchased  and  consumed  is  es- 
sentially the  same  type  of  account  as  a  record  of  transactions 
with  real  estate  or  any  other  more  durable  asset.  In  what  respects 
do  such  accounts  differ? 


Explain  the  construction  of  the  expense  and  revenue  ac- 
counts in  terms  of  the  balance  sheet  classes. 


A  bill  of  goods  amounting  to  $100  is  sold  over  the  retail 
counter.  List  the  important  asset  items  which  would  be  partially 
consumed  incident  to  this  sale.  If  all  of  these  -expense  items 
could  be  immediately  ascertained  how  would  the  transaction  be 
recorded?  How  is  the  situation  handled  with  expense  accounts? 
Can  you  imagine  an  enterprise  which  would  need  no  expense 
accounts  ? 
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John  and  George  Hurley  begin  business  as  grocers  under 
the  firm  name  Hurley  Bros.  Each  partner  deposits  $5,000  with 
the  local  bank  to  the  order  of  the  firm.  A  store  building  is 
rented  for  $100  per  month,  a  month's  rent  being  paid  in  advance. 
Second-hand  fixtures  are  purchased  for  cash,  $600.  The  cost  of 
repairing  and  installing  fixtures  is  $100,  cash.  Goods  are  pur- 
chased from  a  wholesaler  for  $3,000;  the  wholesaler  accepts  a 
note  for  $1,500,  the  balance  is  paid  in  cash.  A  week's  advertising 
space  is  purchased  from  a  daily  paper,  $25.  Stationery  and 
other  supplies  are  purchased  for  cash,  $35.  Goods  are  sold  for 
cash,  $180.  Goods  are  sold  on  account  to  various  parties,  $60. 
Goods  are  purchased  for  cash,  $750.  John  Hurley  decides  to 
withdraw  $2,500  of  his  capital  from  the  enterprise.  Fuel  is 
purchased  on  account,  $200.  Cash  sales  are  made  amounting  to 
$540.  Merchandise  is  sold  on  account,  $675.  Goods  are  pur- 
chased for  cash,  $860. 

Let  us  suppose  that  the  above  statement  is  a  record  of  all 
purchase  and  sale  transactions  for  a  period  of  two  weeks.  Organ- 
ize this  record  into  accounts.  Do  the  accounts  you  have  pre- 
pared represent  the  exact  present  status  of  the  enterprise?  Ex- 
plain. 

6. 

The  A.  B.  Co. 
Assets  Equities 

Real  Estate $40,000     Capital  Stock $75,ooo 

Fixtures 2,800      Notes  Payable  10,500 

Merchandise 38,500 

Supplies 3,ooo 

Cash  1,200 


$85,500  $85,500 

The  above  statement  represents  the  financial  condition  of  the 
A.  B.  Co.,  organized  and  ready  for  operation.  Open  the  neces- 
sary accounts  to  record  these  facts. 


14  PROBLEMS  AND  EXERCISES 

During  the  first  week  of  operation  finished  goods  were  sold 
for  cash  to  the  amount  of  $1,200,  on  account,  $650,  and  in  ex- 
change for  promissory  notes,  $380.  Assets  were  consumed  as 
follows:  real  estate,  $90;  merchandise,  $1,100;  supplies,  $200; 
fixtures,  $15;  miscellaneous  services,  $180  (purchased  with  cash 
and  consumed).  Notes  outstanding  were  retired  with  cash  to 
the  amount  of  $500.  Merchandise  was  purchased  for  cash,  $900, 
on  account,  $4,100.  The  firm  borrowed  $1,000  from  the  bank, 
giving  a  6%  note.  Record  these  occurrences,  opening  any  neces- 
sary accounts,  and  prepare  a  statement  of  assets  and  equities. 
What  important  conclusions  can  be  drawn  by  comparing  the 
two  balance  sheets?  Contrast  this  problem  and  the  preceding. 

7. 

Record  the  following  transactions,  noting  particularly  their 
effect  upon  the  Net  Revenue  and  Surplus  accounts: 

(a)  Goods  are  damaged  by  fire,  $2,000. 

(b)  The  stockholders  are  paid  $5,000  in  cash  as  dividends. 

(c)  The  firm  receives  $300  as  interest  on  bonds  owned. 

(d)  The  firm  pays  $400  in  interest  on  outstanding  mortgages. 

(e)  The  company  pays  an  income  tax  amounting  to  $3,500. 

(f)  The  company  receives  a  factory  site  valued  at  $5,000 
from  the  local  Chamber  of  Commerce. 


What  is  meant  by  saying  that  accounts  must  be  classified  in 
terms  of  their  predominating  characteristics?  Which  of  the  ac- 
counts most  nearly  approximates  a  perfect  asset  account? 

9- 

What  is  a  "valuation"  account?  A  "mixed"  account?  Illus- 
trate both. 

10. 

Classify  the  following  transactions  into  debit  and  credit 
items : 

(a)  The  bookkeeper's  salary  is  paid  in  cash,  $20. 
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(b)  Coal  to  the  amount  of  $60  is  purchased  for  cash. 

(c)  A  customer  pays  his  account,  $75. 

(d)  Finished  goods  are  sold  for  cash,  $300. 

(e)  Finished  goods  to  the  amount  "of  $600  are  sold  on  ac- 
count. 

(f)  The  account  mentioned  in  (i)  is  paid  in  cash. 

(g)  Depreciation  of  the  plant,  to  the  amount  of  $600,  is 
recognized. 

(h)  Fuel  has  been  consumed,  $100. 
(i)  The  machinery  is  repaired,  $50. 
(j)   Cash,  $200,  is  paid  for  labor  services, 
(k)  An  insurance  premium  of  $100  is  paid  in  cash. 
(1)  Miscellaneous  services  are  purchased  with  cash,  $100. 
(m)  Miscellaneous  services  are  consumed,  $100. 
(n)  The  firm  gives  $100  in  cash  to  the  Red  Cross  society, 
(o)  Cash  is  received,  $400,  from  a  lease  of  a  portion  of  the 
factory  building. 

ii. 

Formulate  a  rule  for  making  debit  and  credit  entries  which 
you  consider  satisfactory  for  all  cases. 


IV 
THE  ANALYSIS  AND  RECORDING  OF  TRANSACTIONS 


i. 

What  is  meant  by  an  accounting  transaction?  State  the 
essential  steps  which  must  be  taken  in  analyzing  and  recording 
a  transaction,  naming  the  principal  books  involved.  Is  it  neces- 
sary that  several  distinct  books  be  used  ?  Explain. 

2. 

Describe  the  simple  journal  in  some  detail.  What  is  the 
essential  function  of  the  journal?  What  other  purpose  does  the 
journal  usually  serve? 

3- 

(Form  B) 

Journalize  the  transactions  given  in  problem  10  (Chapter 
III).  Name  the  accounts  and  assume  dates,  ledger  page  numbers, 
and  other  details  you  think  necessary. 

4- 

Describe  the  ledger  and  the  ledger  account.  Contrast  the 
journal  and  ledger. 

5- 

Explain  the  principle  of  the  controlling  account  and  illus- 
trate. 

6. 

(Form  B) 

Journalize  the  following  transactions.  (Use  care  in  select- 
ing the  names  of  accounts). 

July  2.  R.  A.  Newland  begins  business  with  a  capital  (all  in 
cash)  of  $10,000.  He  rents  a  store  building,  paying  3  months' 
rent  ($270)  in  advance. 
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July  3.  Merchandise  is  purchased  from  Paley  &  Co.,  $3,000. 
Terms:  $1,500  cash,  and  a  6o-day,  6%  note  for  the  balance. 
Store  fixtures  are  purchased  for  $500  in  cash.  Office  furniture 
is  purchased  on  account"  from  N.  W.  Hart,  $200. 

July  5.  Stock  and  fixtures  are  insured  for  one  year;  prem- 
ium, $25.  Stationery  and  other  supplies  are  purchased  for  $20, 
cash.  Cash  sales  of  merchandise,  $40.  Merchandise  is  sold  on 
account  to  J.  R.  Walters,  $55. 

July  6.    Cash  is  paid  for  advertising,  $10.    Cash  sales,  $35. 

July  7.  The  clerk's  salary  is  paid,  $15.  Goods  are  bought  on 
account  from  E.  P.  Smith  Co.  to  the  amount  of  $500.  Cash  sales, 
$65.  Merchandise  is  sold  on  account  to  R.  J.  Parsons,  $28. 

July  9.    Goods  are  sold  on  account  to  F.  A.  Talbot,  $450. 

July  10.  J.  R.  Walters  returns  merchandise  to  the  amount  of 
$10  as  unsatisfactory.  His  account  is  credited. 

July  12.  Mr.  Newland  buys  the  building  and  site  he  has  been 
renting  for  $10,000.  Payment  is  made  as  follows :  cash,  $3,000 ; 
the  former  owner  assumes  F.  A.  Talbot 's  account;  prepaid  rent 
for  2^  months  is  allowed  as  part  payment;  a  mortgage  is  given 
on  building,  stock  and  fixtures  for  the  balance. 

July  13.  Mr.  Newland  withdraws  $300  in  cash  for  his  per- 
sonal use.  The  account  with  N.  W.  Hart  for  office  furniture  is 
paid  in  cash.  Mr.  Hart  allows  a  discount  of  2%.  (Credit  Dis- 
count $4.) 

July  14.  Cash  sales  for  the  week,  $350.  Sold  on  account 
to  R.  J.  Parsons,  $28.  The  clerk's  salary  is  paid,  $15. 

July  16.  Delivery  equipment  is  purchased  for  cash,  $250. 
Merchandise  is  sold  on  account  to  F.  A.  Talbot,  $60. 

July  17.  An  examination  of  the  stock  of  stationery  and  sup- 
plies shows  that  such  items  amounting  to  $15  have  been  con- 
sumed. Cash  is  paid  for  additional  supplies,  $20.  J.  R.  Walters 
pays  $25  to  apply  on  his  account. 

July  1 8.  R.  J.  Parsons  pays  his  account  with  cash  in  full. 
Additional  equipment  for  the  store  is  purchased  on  account  from 
N.  W.  Hart,  $105. 
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July  21.  Cash  sales  for  the  week,  $380.  The  clerk's  salary 
is  paid  as  usual.  Sold  on  account  to  R.  J.  Parsons,  $28.  F.  A. 
Talbot  pays  $30  on  account. 

July  23.  Fuel  for  winter  months  is  purchased  for  cash,  $95. 
The  account  with  E.  P.  Smith  Co.  is  paid  in  full  with  cash.  Goods 
are  purchased  on  account  from  Paley  &  Co.,  $750. 

July  28.  Cash  sales  for  the  week,  $480.  Sold  on  account  to 
J.  R.  Walters,  $60;  to  R.  J.  Parsons,  $28.  The  clerk's  salary  is 
paid. 

July  31.  Mr.  Newland  buys  the  business  of  a  competitor  in 
an  adjoining  building.  He  pays  $2,500  cash  for  stock  and  good- 
will, and  assumes  a  note  for  $500.  Goodwill  is  estimated  at  $300. 
Miscellaneous  expenses  for  the  month  are  paid  in  cash,  $75. 

7- 
In  what  does  the  process  of  posting  consist? 

8. 

(Form  C) 

Open  the  necessary  ledger  accounts  and  post  the  transac- 
tions given  in  problem  6  above.  Do  not  use  any  controlling  ac- 
counts. 

9- 

(Forms  B  and  C) 

September  I,  1917,  Charles  Spenlow  starts  a  wholesale 
hardware  business.  The  enterprise  is  small  at  first  and  the  only 
books  used  are  journal  and  general  ledger.  The  following  tran- 
sactions represent  a  month's  business.  Journalize  and  post  to 
the  proper  accounts. 

Charles  Spenlow  invests  $15,000  in  cash.  He  pays  $2,500 
for  equipment,  and  $6,000  for  real  estate.  Merchandise  is  pur- 
chased from  the  Wexton  Mfg.  Co.  for  $3,800  in  cash.  Sells  H.  A. 
Knox,  on  account,  merchandise  amounting  to  $500.  Unsatisfac- 
tory hardware  to  the  amount  of  $200  is  returned  to  the  Wexton 
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Mfg.  Co.  Merchandise  amounting  to  $1,200  is  purchased  on 
account  from  W.  Winslow  Co.  Sells  to  H.  A.  Knox,  on  account, 
a  bill  of  goods  amounting  to  $250.  Sells  to  Rodgers  Hardware 
Co.  merchandise  on  account,  $425.  Receives  from  H.  A.  Knox, 
on  account,  $400.  Sells  to  Rodgers  Hardware  Co.  goods  amount- 
ing to  $650  on  account.  He  pays  W.  Winslow  Co.  $450  on  ac- 
count. Rodgers  Hardware  Co.  pays  $300  on  account.  The  gen- 
eral expenses  for  the  month,  amounting  to  $440,  are  paid  in 
cash. 

10. 
(Form  B) 

S.  A.  Johnson  conducts  a  retail  shoe  store.  After  his  busi- 
ness has  been  in  operation  for  one  month  his  ledger  shows  the 
following  condition:  Equipment — debits  $680,  credits  $20; 
Cash — debits  $1,370,  credits  $400;  Merchandise — debits  4,700, 
credits  $1,685;  Accounts  Receivable — debits  $448,  credits  $110; 
Accounts  Payable — debits  $600,  credits  $1,250;  Notes  Receiv- 
able— debits  $ioo,  credits  $100;  Notes  Payable — no  debits,  cred- 
its $300;  Proprietorship,  S.  A.  Johnson — debits  $125,  credits 
$4,275  ;  Salaries — debits  $60,  no  credits ;  Heat  and  Light — debits 
$12,  no  credits;  Miscellaneous  Expense — debits  $45,  no  credits. 

Assume  and  journalize  a  series  of  transactions  which  would 
account  for  this  situation. 

ii. 

(Form  B) 

In  addition  to  the  transactions  given  in  problem  6,  the 
assets  of  R.  A.  Newland  have  been  affected  during  the  month  of 
July  as  follows :  the  building  has  declined  in  value  since  July  12, 
$100;  store  fixtures  have  depreciated  $5;  merchandise  has  been 
damaged  and  shopworn  to  an  amount  estimated  at  $40;  of  the 
accounts  receivable  R.  J.  Parsons'  balance  is  considered  uncol- 
lectible ;  cash  is  missing  from  the  till,  $12. 

Journalize  these  additional  facts. 
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12. 

(Form  B) 

A  buys  a  house  from  B.  The  premises  are  rented  at  $60  per 
month,  payable  semi-annually,  two  months'  rent  being  accrued  at 
date  of  purchase.  A  pays  cash,  $4,500,  and  makes  over  a  note  to 
B  drawn  against  C  for  $500,  interest  at  6%.  This  note  has  al- 
ready run  for  six  months.  Give  the  entries  on  A's  books  at  the 
time  the  house  is  purchased  and  at  the  time  the  next  semi- 
annual rent  payment  is  made. 

13- 
(Form  B) 

A  owns  a  farm,  which  represents  his  entire  capital.  On 
January  i,  1915,  A  sells  the  farm  to  B  for  $14,930.  He  receives 
$5,000  in  cash  and  a  mortgage  in  the  premises  for  the  balance. 
B  makes  no  payments  on  the  mortgage,  either  principal  or  interest, 
and  two  years  from  date  of  sale  A  forecloses  and  redeems  the 
farm.  The  cost  of  redemption  is  $11,000,  distributed  as  follows: 
mortgage,  cancelled,  $9,930 ;  back  taxes,  $400 ;  clerical  and  other 
costs,  $670.  During  the  two  years,  A  has  been  credited  with  $280 
interest  on  his  original  bank  deposit  of  $5 ,000  and  its  balance. 
He  has  withdrawn  $2,000  for  living  expenses. 

Assuming  that  this  statement  represents  A's  financial  history 
for  two  years,  and  that  the  farm  January  I,  1917,  is  worth  the 
original  selling  price,  give  journal  entries  on  A's  books  covering 
these  transactions.  What  is  A  now  worth?  Assuming  that  the 
farm  would  have  yielded  just  the  amount  of  his  living  expenses 
during  the  years  of  B's  occupancy,  what  did  A  gain  by  making 
the  sale? 

14. 

You  find  a  ledger  showing  the  following  condition :  Equip- 
ment— debits  $1,800;  Cash — debits  $820,  credits  $960;  Merchan- 
dise— debits  $4,200,  credits  $2,600;  Accounts  Receivable — debits 
$1,130,  credits  $450;  Notes  Payable — credits  $650;  Proprietorship 
— credits  $3,500;  General  Expense — debits  $210. 

Have  the  books  of  this  enterprise  been  kept  correctly?  Ex- 
plain fully. 
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(Forms  B  and  C) 

S.  D.  Lester,  a  lumber  dealer,  does  not  keep  books  by  the 
complete  double-entry  method.  At  the  beginning  of  the  second 
year's  business  his  records  show  the  assets  to  be  as  follows  :  real 
estate,  $26,000;  merchandise,  $59,000;  equipment  and  supplies, 
$6,000;  accounts  and  notes  receivable,  $13,000;  cash,  $4,800.  The 
accounts  show  mortgages  and  notes  outstanding  against  the  prop- 
erty, $36,000;  the  accounts  payable  amount  to  $12,800.  No  other 
information  is  shown  in  the  accounts. 

Prepare  a  journal  entry  which  shows  a  complete  statement 
of  assets  and  equities.  Open  the  necessary  accounts  and  post. 

16. 

(Form  B) 

H.  A.  Edloe  sells  some  real  estate  property  to  the  Danville 
Realty  Co.  for  $15,000.  Payment  is  made  as  follows:  cash, 
$3,000;  a  first  mortgage  in  the  property,  $10,500;  capital  stock  in 
the  International  Timber  and  Livestock  Co.,  $1,500.  Edloe  as- 
signs the  mortgage  to  a  bank,  receiving  $10,000  cash.  He  buys 
a  house  and  lot  for  $6,000,  paying  $5,000  in  cash  and  assuming 
a  mortgage  for  $1,000.  The  stock  of  the  International  T.  £  L. 
Co.  is  discovered  to  be  worthless. 

Give  journal  entries  on  Edloe's  books  covering  these  tran- 
sactions. 

17- 
(Forms  B  and  C) 

Journalize  the  following  transactions.  Open  appropriate 
ledger  accounts  and  post.  Use  controlling  accounts  as  well  as  de- 
tail customers'  and  creditors'  accounts. 

Feb.     i.     R.  M.  Jones  invested  in  business  $2,500.00  in  cash. 

Feb.     i.     Paid  cash  for  February  rent,  $75. 

Feb.  2.  Bought  from  J.  N.  Price  on  account  merchandise 
invoicing  at  $560. 

Feb.     3.     Sold  merchandise  for  cash,  $56.50. 
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Feb.  5.  Issued  our  note  for  $150  due  in  30  days  at  6% 
in  favor  of  J.  N.  Price,  to  be  applied  on  account. 

Feb.     6.     Sold  to  R.  B.  Rodman  on  account  goods  billed  at 

$73-50. 

Feb.  8.  Bought  furniture  and  fixtures,  including  glass 
showcase  for  store,  $750.  Paid  cash. 

Feb.     9.     Paid  J.  N.  Price  $125  in  cash,  on  account. 

Feb.  10.     R.  B.  Rodman  paid  $45  on  account,  in  cash. 

Feb.  ii.     R.  M.  Jones  took  $25  in  cash  to  pay  a  personal  bill. 

Feb.  12.  Sold  to  T.  R.  Martin  merchandise,  $165.50,  for 
cash. 

Feb.  12.     Paid  in  cash  for  750  two-cent  stamps. 

Feb.  1 6.  Sold  three  glass  showcases,  second-hand,  to  T.  J. 
Murray  for  $110.  He  paid  cash. 

Feb.  18.  Accommodated  a  friend  with  100  two-cent  stamps, 
for  which  he  paid  cash. 

Feb.  19.  R.  M.  Jones  invested  $2,000  more  in  cash  in  the 
business. 

Feb.  20.  Sold  to  B.  M.  Miller  on  account,  goods  invoiced 
at  $135. 


V 
DEVELOPMENTS  IN  TECHNIQUE 


What  is  the  primary  purpose  of  the  special-column  device  in 
bookkeeping?  What  additional  purpose  is  served  by  the  use  of 
subsidiary  journals  and  ledgers? 

2. 

Give  illustrations  of  controlling  accounts  and  explain  fully 
the  necessity  for  such  accounts. 

3- 

(Form  C) 

Open  the  necessary  ledger  accounts  to  record  the  entries 
shown  in  the  illustration  on  pages  78-80  of  the  text.  Make  all 
the  postings  to  the  ledger  which  are  indicated  in  the  illustration. 
Check  the  customers'  and  creditors'  ledgers  with  the  proper  con- 
trolling accounts  in  the  general  ledger. 

4- 

Enter  the  following  transactions  in  a  special-column  journ- 
al (Form  D).  Select  column  headings  with  care. 

Feb.  i.  Cash  sales  for  the  day  amount  to  $285.  Merchandise 
amounting  to  $1,500  is  purchased  from  the  Crane  Company; 
terms,  2/10  11/30. 

Feb.  2.  The  bill  of  the  Crane  Co.  dated  Jan.  2,  amounting 
to  $3,000,  is  paid ;  a  discount  of  i%  is  allowed.  Sales  on  account 
are  as  follows:  J.  R.  Kerwin,  $150;  George  Otto,  $75;  John 
Quincy,  $95. 

Feb.  3.  A  payment  of  $500  is  made  to  a  local  attorney  for 
services  incident  to  transferring  some  property.  Cash  sales  for 
the  day  are  $395. 
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Feb.  4.  A  bill  of  goods  amounting  to  $500  is  purchased  from 
the  Brainerd  Mfg.  Co.,  terms,  2/12  11/30. 

Feb.  5.  The  bill  of  the  Brainerd  Mfg.  Co.,  dated  Jan.  n, 
for  $450,  is  paid.  A  discount  of  i%  is  taken.  Cash  sales  for  the 
day  are  $275. 

Feb.  6.  The  cash  sales  amount  to  $60.  Sales  on  account :  to 
N.  B.  Lawrence,  $10;  to  R.  N.  Martin,  $25.  The  salaries  for  the 
week  amounting  to  $250  are  paid.  The  invoice  of  the  Cutlery 
Company  amounting  to  $300,  dated  Jan.  6,  is  paid. 

Feb.  8.  Insurance  premiums  on  the  property  are  paid  as 
follows:  building,  $150  for  3  years;  furniture  and  fixtures,  $15 
for  one  year;  merchandise  stock,  $90  for  one  year.  Cash  sales 
amount  to  $80. 

Feb.  9.  Cash  sales  for  the  day  amount  to  $195.  The  credit 
sales :  J.  R.  Kerwin,  $25';  R.  M.  Martin,  $30 ;  and  N.  B.  Lawrence, 
$45.  A  new  display  case  is  purchased  for  $75. 

Feb.  10.  A  new  garage  is  built  for  the  firm  by  the  Burton 
Construction  Co.  at  a  cost  of  $500.  This  is  paid  in  cash.  Cash 
sales  for  the  day  amount  to  $240.  The  credit  sales :  George  Otto, 
$50;  JohnQuincy,  $75. 

Feb.  ii.  The  cash  sales  are  $105.  The  bill  of  the  Crane  Co. 
dated  Feb.  i,  is  paid.  Deduct  2%  for  discount. 

Feb.  12.  Cash  sales  for  the  day  amount  to  $450.  Charge 
sales:  J.  R.  Kerwin,  $75;  R.  M.  Martin,  $40;  John  Quincy,  $75. 
A  delivery  car  is  purchased  for  $750. 

Feb.  13.  Cash  sales  amount  to  $350.  A  bill  of  goods  is 
purchased  from  the  Brainerd  Mfg.  Co.  amounting  to  $450;  terms, 
2/io  n/3O.  Clerks'  salaries  amounting  to  $275  are  paid. 

Feb.  15.  Gasoline  and  oil  for  auto  were  purchased  today  for 
$45.  J.  R.  Kerwin  paid  $175  on  account.  The  cash  sales  amount 
to  $225.  The  sum  of  $1,000  is  borrowed  from  the  bank  on  a  60- 
day  6%  note. 

Feb.  16.  The  cash  sales  amount  to  $250.  The  credit  sales: 
George  Otto,  $50;  John  Quincy,  $25.  Bill  of  Brainerd  Mfg. 
Co.,  dated  Feb.  4,  amounting  to  $500  is  paid,  less  2%. 

Feb.  17.  Advertising  space  in  the  local  paper  is  paid  for  in 
cash,  $75.  Merchandise  amounting  to  $1,500  is  purchased  from 
Artland  Mfg.  Co. ;  terms  2/10  n/3O.  Cash  sales  are  $200.  Credit 
sales:  J.  R.  Kerwin,  $75;  R.  M.  Martin,  $150. 
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Feb.  18.  The  cash  sales  are  $350.  Geo.  Otto  pays  $100  on 
account. 

Feb.  19.  Merchandise  purchased  from  the  Cutlery  Company 
amounts  to  $500;  terms,  2/10  n/3O.  John  Quincy  pays  $200  on 
account.  Cash  sales  amount  to  $275. 

Feb.  20.  The  cash  sales  amount  to  $175.  Salaries  for  the 
week  amounting  to  $300  are  paid.  Office  supplies  amounting  to 
$60  are  purchased  for  cash. 

Feb.  22.     The  cash  sales  amount  to  $195. 

Feb.  23.  The  bill  of  the  Brainerd  Mfg.  C.,  dated  Jan.  3ist, 
amounting  to  $275  is  paid  in  cash — no  discount.  Cash  sales 
amount  to  $150.  Received  $95  from  R.  M.  Martin  on  account. 

Feb.  24.  Cash  sales  amount  to  $100.  Credit  sales :  George 
Otto,  $75 ;  J.  R.  Kerwin,  $50;  R.  M.  Martin,  $50. 

Feb.  25.     A  payment  of  $25  is  made  for  advertising. 

Feb.  26.  Freight  bills  to  date  amounting  to  $150  are  paid. 
Cash  sales  amount  to  $215. 

Feb.  27.  Cash  sales  amount  to  $200.  Salaries  for  the  week, 
$325,  are  paid.  Supplies  for  the  delivery  car,  $25,  are  purchased 
for  cash.  A  payment  of  $10  is  made  for  advertising.  The  tele- 
phone bill,  $4,  is  paid.  The  electric  light  bill,  $5,  is  paid.  Coal 
is  purchased  for  cash,  $75. 

5- 

(Form  C) 

Post  the  entries  from  the  special-column  journal  of  the  pre- 
ceding problem  using  the  same  ledger  accounts  which  were  used 
for  problem  3.  How  many  postings  were  saved  by  the  use  of 
the  special-column  journal  over  the  number  which  would  be  re- 
quired from  the  older  type  of  journal? 


Suggest  a  way  in  which  the  entries  made  in  the  special-column 
journal  of  exercise  4  could  be  placed  on  fewer  lines  than  are 
required  by  the  standard  form  of  entry. 
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On  July  14,  1917,  the  general  ledger  of  the  Weedmer  Auto 
Co.  showed  the  following  condition :  Real  Estate — debits  $8,000 ; 
Garage  Building — debits  $6,000;  Warehouse — debits  $3,000; 
Garage  Fixtures — debits  $2,000;  Office  Furniture — debits  $400; 
Stationery  and  Supplies — debits  $125;  Cars — debits  $32,600; 
Car  Sales — credits  $16,800;  Motorcycles — debits  $2,100;  Motor- 
cycle Sales — credits  $1,050;  Tools — debits  $600;  Parts — debits 
$4,800;  Part  Sales — credits  $1,250;  Gasoline  and  Oil — debits 
$2,200;  credits  $1,600;  Repair  Service — credits  $1,400;  Shop 
Expense — debits  $600;  Labor — debits  $600;  Capital  Stock — 
credits  $35,000;  Fuel — debits  $200;  Miscelaneous  Supplies  and 
Services — debits  $100;  Surplus — credits  $3,200;  Accounts  Re- 
ceivable— debits  $4,600;  credits  $1,700;  Accounts  Payable — 
debits  $1,700,  credits  $5,800;  Rent — no  entries;  General  Ex- 
pense— no  entries;  Interest — no  entries;  Cash — debits  $4,450, 
credits — $1,050;  Notes  Receivable — debits  $6,200,  credits  $800; 
Notes  Payable — debits  $1,900,  credits  $12,525. 

Open  these  accounts  and  enter  the  amounts  given.  (Form 
C). 

The  controlling  account,  Accounts  Receivable,  shows  total 
debits  $4,600,  and  total  credits  $1,700.  The  specific  accounts  that 
make  up  this  amount  are  as  follows:  J.  R.  Ringoen — debits 
$130,  credits  $100;  W.  S.  Halverson — debits  $232,  credits  $100; 
George  Herter — debits  $265,  credits  $100;  E.  H.  Adams — debits 
$390,  credits  $145;  W.  A.  Benitt — debits  $168,  credits  $45;  C. 
T.  Bremecker — debits  $275,  credits  $105 ;  J.  N.  Perkins — debits 
$395,  credits  $190;  H.  J.  Gee — debits  $65,  credits  $10;  Addi- 
son  Grocery  Co. — debits  $580,  credits  $170;  H.  J.  Neils — debits 
$350,  credits  $100;  E.  A.  Taylor— debits  $64;  G.  E.  McCune — 
debits  $145,  credits  $50;  I.  S.  Goldberg — debits  $615,  credits 
$380;  P.  A.  Cook — debits  $490,  credits  $205;  E.  E.  Erickson — 
debits  $100 ;  L.  H.  Ickler— debits  $115;  G.  P.  Meurer— debits 
$221. 

Open  a  customers'  ledger  showing  the  accounts  and  amounts 
given  above.  (Form  C). 
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Accounts  Payable  in  the  same  problem  shows  a  debit  total 
of  $1,700,  and  credits  of  $5,800.  These  amounts  are  made  up  of 
the  following  specific  accounts :  Simplex  Auto  Co. — debits  $1,000, 
credits  $3,500;  Randier  Cycle  Co. — debits  $350,  credits  $1,100; 
Baker  Auto  Supply  Co.— debits  $300,  credits  $650;  Puritan  Oil 
Co. — debits  $50,  credits  $550. 

Open  a  creditors'  ledger  showing  the  accounts  and  amounts 
given  above.  (Form  C). 

For  the  cash  book  use  Form  E  with  special  columns  on  the 
debit  side  as  follows :  Cash,  Accounts  Receivable,  Notes  Receiv- 
able, Interest,  Repair  Service,  Gasoline  and  Oil,  Parts,  Cars, 
Motorcycles.  On  the  credit  side  (Form  E)  use  the  following 
special  columns :  Cash,  Labor,  Stationery  and  Supplies,  Accounts 
Payable,  Notes  Payable,  Miscellaneous  Supplies  and  Services, 
General  Expense.  Reserve  one  column  on  each  side  for  sundry 
items.  In  this  case  the  cash  book  is  not  to  be  used  as  the  Cash 
account. 

In  the  purchase  book  (Form  F)  open  special  debit  columns 
for  Parts,  Motorcycles,  Cars,  and  Gasoline  and  Oil;  and  credit 
columns  for  Accounts  Payable,  Notes  Payable  and  sundry  items. 

In  the  sales  book  use  credit  columns  for  Part  Sales,  Motor- 
cycle Sales,  Car  Sales,  Gasoline  and  Oil;  and  debit  columns  for 
Accounts  Receivable,  Notes  Receivable,  and  sundry  items.  (Form 

F)- 

Using  the  above  described  books — in  addition  to  the  general 
ledger  (Form  C)  and  a  general  journal  (Form  B)  for  miscellane- 
ous transactions — enter  the  following  transactions,  and  post  to 
the  proper  accounts.  In  this  case  enter  the  cash  sales  in  the 
sales  book  as  well  as  the  cash  book.  This  is  often  done  so  that 
the  sales  book  at  any  time  gives  total  sales  of  merchandise,  both 
cash  and  credit.  Post  such  entries  from  the  cash  book  and  merely 
check  without  posting  in  the  sales  book. 

July  16.  Sold  gasoline  and  oil:  for  cash,  $47;  on  account  to 
J.  N.  Perkins,  $2.  Paid  on  account  to  the  Simplex  Auto  Co., 
$1,500.  Received  on  account:  from  George  Herter,  $40;  from  E. 
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H.  Adams,  $57 ;  from  W.  A.  Bem'tt,  $52.  Sold  parts :  for  cash, 
$16 ;  on  account  to  C.  T.  Bremecker,  $28.  Repair  work :  for  cash, 
$76;  on  account  to  J.  N.  Perkins,  $16. 

July  17.  Sold  Simplex  chummy  roadster  to  P.  A.  Cook  for 
$1,200,  cash.  An  extra  repair  man,  G.  A.  Donald,  is  hired  at 
$20  per  week.  Sold  gasoline  and  oil:  for  cash,  $22;  on  account 
to  George  Herter,  $4,  to  H.  J.  Gee,  $3.  Received  for  repair  ser- 
vice, $18. 

July  1 8.  Notice  was  received  that  4  Simplex  touring  cars 
have  arrived  at  the  M.  C.  depot  consigned  to  the  firm.  I.  S.  Gold- 
berg paid  his  note  of  April  18,  $1,200,  and  interest,  $18.  Bought, 
on  account,  6  motorcycles  from  the  Randier  Cycle  Co.,  $400. 
Received  on  account  from  W.  S.  Halverson,  $32.  It  was  dis- 
covered that  the  charge  for  repair  work  to  J.  N.  Perkins  July  16 
was  an  error,  as  Mr.  Perkins  paid  cash  in  full  for  the  bill  of  that 
date.  Assuming  the  entry  has  been  posted,  make  a  correcting 
journal  entry. 

July  19.  Sold  2  Randier  motorcycles  for  cash,  $300.  Sold 
Simplex  touring  car  to  O.  H.  Hanft  for  $1,500.  Terms:  $500 
cash,  and  a  6%,  6o-day  note  for  the  balance.  Paid  the  note  to 
Randier  Cycle  Co.,  dated  May  19,  for  $500;  interest  $5. 

July  20.  Advanced  $25  to  E.  A.  Raymond,  foreman.  Paid 
for  advertising,  $20.  Leased  space  in  warehouse  to  Jackson 
Hardware  Co. ;  a  month's  rent,  $60,  was  paid  in  advance.  The 
lease  was  dated  Aug.  i. 

July  21.  Sales  of  gasoline  and  oil  since  July  16:  for  cash, 
$130;  on  account  to  Addison  Grocery  Co.,  $8.  Sales  of  parts: 
for  cash,  $116;  on  account  to  Addison  Grocery  Co.,  $41.  Re- 
ceived cash  for  repair  service  for  last  four  days,  $197.  Repair 
service  on  account :  to  W.  A.  Benitt,  $6 ;  to  George  Herter,  $12 ; 
to  Addison  Grocery  Co.,  $26.  Payroll  for  the  week  (not  includ- 
ing the  advance  to  Raymond),  $270.  Paid  to  Simplex  Auto  Co., 
$400  on  account.  Sold  Simplex  touring  car  to  G.  P.  Meurer  for 
cash,  $1,150.  Sold  a  chummy  roadster  to  H.  J.  Neils  for  $1,200. 
Terms:  cash  $1,000;  balance  on  account. 
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July  23.  Purchased  stationery,  $25.  Bought  3  tons  coal  for 
cash,  $30.  Bought  new  tools  from  Baker  Auto  Supply  Co.  for 
cash,  $120.  Received  on  account  from  E.  H.  Adams,  $25. 

July  24.  Freight  Bills  were  paid,  $82.  G.  E.  McCune  paid 
his  note  for  $200,  dated  June  24,  and  interest,  $i. 

July  25.  Sold  one  Randier  motorcycle  to  M.  D.  Way  for 
$160.  Terms :  cash,  $25 ;  a  non-interest  bearing  6o-day  note  for 
the  balance.  Arrangements  have  been  made  with  the  Simplex 
Auto  Co.  for  the  exchange  of  $6,000  of  notes  due  today  for 
capital  stock  in  the  firm  of  the  same  amount.  The  capital  stock 
was  issued  and  the  notes  cancelled.  Accrued  interest  on  the 
notes,  $360,  was  paid  in  cash. 

July  26.  Paid  for  advertising,  $25.  Paid  freight  bill,  $22. 
Received  on  account  from  E.  A.  Taylor,  $64. 

July  27.  Sold  Simplex  delivery  car  to  the  Addison  Grocery 
Co.  for  $i,  300.  Terms:  $300  in  cash,  and  a  3O-day,  non-interest 
bearing  note  for  the  balance. 

July  28.  Repair  service  for  the  week  amounted  to  $260,  cash. 
Repair  service  on  account  as  follows:  G.  P.  Meurer,  $4;  E.  H. 
Adams,  $12;  George  Herter,  $90;  G.  E.  McCune,  $44.  Cash 
sales  of  gasoline  and  oil  for  the  week  amounted  to  $200.  Sales 
of  gas  and  oil  on  account  as  follows:  Addison  Grocery  Co.,  $7; 
W.  A.  Benitt,  $4;  J.  N.  Perkins,  $8.  Cash  sales  of  parts,  $69. 
Parts  were  sold  on  account  to  L.  H.  Ickler,  $45.  Payroll  for  the 
week,  $295.  Donated  $10  cash  to  the  Red  Cross.  Bought  gaso- 
line and  oil  from  the  Puritan  Oil  Co.  on  account,  $400.  Some 
new  lighting  fixtures  were  installed  in  the  garage ;  cost,  $50  cash. 
Received  on  account:  from  H.  J.  Gee,  $6;  from  P.  A.  Cook,  $30; 
from  I.  S.  Goldberg,  $17;  from  E.  E.  Erickson,  $50.  Sold  one 
second-hand  Randier  motorcycle. 

July  30.    Received  from  J.  N.  Perkins,  on  account,  $125. 

July  31.  Cash  sales  of  gas  and  oil  for  2  days,  $46.  Repair 
service :  for  cash,  $47 ;  on  account  to  Addison  Grocery  Co.,  $27. 
Received  on  account  from  Addison  Grocery  Co.,  $25.  Paid  on 
account :  to  Baker  Auto  Supply  Co.,  $140 ;  to  Simplex  Auto  Co., 
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$500 ;  to  Puritan  Oil  Co.,  $100.  Cash  sales  of  parts,  $14.  Bought 
2  Simplex  touring  cars  on  account  for  $2,000.  The  store  clerk 
reports  that  parts  to  the  amount  of  $100  have  been  used  in  re- 
pair work.  (Charge  Shop  Expense.)  It  is  estimated  that  the 
assets  have  declined  in  value  as  follows:  tools,  $40  (charge  Shop 
Expense) ;  garage  building,  $50  (charge  General  Expense) ; 
warehouse,  $30 ;  office  furniture,  $5 ;  stationery  and  supplies,  $50 ; 
fuel,  $20 ;  miscellaneous  supplies  and  services,  $125 ;  motorcycles, 
$10.  Of  the  accounts  receivable,  J.  R.  Ringoen's  balance,  $30,  is 
considered  uncollectible.  Paid  light  bill,  $12;  telephone  bill,  $6. 


Enter  the  following  transactions  in  a  special-column  journal. 
(FormD). 

Oct.  i.     J.  B.  Preston,  proprietor,  invested  in  business  $5,000 
in  cash. 

Oct.  i.     Paid  rent  for  October  in  cash,  $70. 

Oct.  2.     Sold  to  Jno.  R.  Thompson,  on  account,  bill  of  goods 
for  $65.50, 

Oct.  2.     Bought  merchandise  from  the  Sterling  Furniture 
Co.,  for  cash,  $276.60. 

Oct.  3.     Sold  merchandise  to  Gus  E.  Ericson,  on  account, 
$47.50. 

Oct.  4.     Bought  merchandise  for  cash,  Palmer  &  Anderson's 
invoice,  $364.20. 

Oct.  5.     Received  cash  from  Jno.  R.  Thompson,  on  account, 
$50. 

Oct.  6.     Sold  to  Harry  K.  Feldman,  on  his  lo-day  note  at 
6%,  merchandise,  $126.50. 

Oct.  6.     Paid  the  bookkeeper's  salary  for  the  week  ending 
today  in  cash,  $18. 

Oct.  8.     J.  B.  Preston  withdrew  for  his  personal  use  $25,  in 
cash. 

Oct.  9.     Sold  to  Geo.  W.  Chambers,  on  account,  $123.75 
worth  of  merchandise. 
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Oct.  10.  Received  cash  from  Gus  E.  Ericson,  on  account, 
$25. 

Oct.  ii.  Sold  merchandise  to  Jno.  R.  Thompson,  on  account, 
$98.50. 

Oct.  13.     Paid  the  bookkeeper's  salary  in  cash,  as  on  Oct.  6. 

Oct.  16.  Received  from  Harry  K.  Feldman  his  check  for 
$126.71  to  redeem  his  note  of  Oct.  6,  $126.50,  and  interest  for  10 
days  at  6%,  $.21. 

Oct.  17.  Sold  to  Gus  E.  Ericson,  on  account,  merchandise, 
$76.75. 

Oct.  1 8.  Paid  for  office  stationery  and  envelopes  in  cash, 
$7.80. 

Oct.  19,  Sold  to  Geo.  W.  Chambers,  on  account,  mechan- 
dise,  $32.25. 

Oct.  19.  Received  cash  from  Jno.  R.  Thompson,  to  apply  on 
account,  $15.50. 

Oct.  19.  Bought  merchandise  for  cash  from  the  Hoffman 
Co.,  their  invoice,  $225.60. 

Oct.  20.     Paid  the  bookkeeper's  salary  in  cash,  as  on  Oct.  6. 

Oct.  22.  Sold  to  F.  N.  Wright  on  his  3O-day  note  at  6%,  bill 
of  goods,  $150.65. 

Oct.  24.  Sold  to  Jno.  R.  Thompson,  on  account,  $137.75, 
merchandise. 

Oct.  25.  Received  from  Gus.  E.  Ericson  cash  to  complete 
the  payment  of  bill  against  him  of  Oct.  3,  $22.50. 

Open  the  proper  leger  accounts  (Form  C). 


Enter  the  following  transactions  in  the  journal  (Form  B), 
cash  book  (Form  F),  purchase  book  and  sales  book  (Form  B). 

May  i.  Begin  a  general  grocery  business,  today,  investing 
cash,  $4,000. 

May  2.     Pay  store  rent  in  cash,  one  month,  $60. 
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May  3.  'Buy  for  cash,  200  bu.  potatoes  at  $.80;  400  Ibs.  but- 
ter at  $.25. 

May  4.  Buy  of  John  Smith,  on  account,  60  bbls.  flour  at 
$4;  20  bbls.  salt  at  $1.50;  175  Ibs.  lard  at  $.10. 

May  5.  Sell  Albert  Mullin  for  cash,  10  bbls.  flour  at  $4.50; 
45  bu.  potatoes  at  $.80 ;  2  bbls.  salt  at  $1.75. 

May  6.  Sell  J.  B.  Allen,  on  account,  100  Ibs.  lard  at  $.12; 
no  Ibs.  butter  at  $.30;  10  bbls.  flour  at  $4.50. 

May  8.     Buy  for  cash  a  set  of  books  for  office  use,  $15. 

May  9.     Pay  John  Smith  cash,  on  account,  $56.40. 

May  10.     Receive  cash  of  J.  B.  Allen,  on  account,  $50. 

May  ii.  Buy  of  James  Witt,  on  account,  5  bbls.  flour  at 
$3.50;  600  Ibs.  of  lard  at  $.08;  500  Ibs.  butter  at  $.20;  250  bu. 
potatoes  at  $.70. 

May  12.  Sell  John  Reed,  on  account,  12  bbls.  flour  at  $4; 
100  Ibs.  lard  at  $.10;  100  Ibs.  butter  at  $22. 

May  13.  Sell  J.  B.  Allen,  on  account,  70  bu.  potatoes  at 
$.75 ;  6  bbls.  salt  at  $1.70;  100  Ibs.  lard  at  $.12. 

May  15.  Receive  cash  of  John  Reed,  on  account,  $52.50; 
pay  James  Witt  cash,  on  account,  $195. 

May  16.  Buy  of  John  Smith,  on  account,  40  bbls.  flour  at 
$3-50. 

May  17.  Sell  J.  B.  Allen,  on  account,  16  bbls.  flour  at  $4; 
100  Ibs.  lard  at  $.11. 

May  1 8.  Give  John  Smith  your  note  for  goods  bought  on 
the  i6th;  sell  Robert  Lewis  for  cash,  20  bbls.  flour  at  $4.10;  212 
Ibs.  butter  at  $.20 ;  60  bu.  potatoes  at  $.77. 

May  20.  Sell  John  Reed,  on  account  10  bbls.  flour  at  $3.98; 
100  Ibs.  lard  at  $.11 ;  100  Ibs.  butter  at  $.20;  10  bbls.  salt  at  $1.68. 

May  22.  Sell  George  Maine  for  cash,  100  Ibs.  lard  at  $.10; 
sell  for  cash,  20  bu.  potatoes  at  $.75. 

May  26.  John  Reed  settles  his  bill  of  the  2Oth;  pay  your 
note  in  favor  of  John  Smith. 

May  28.     Pay  clerk  for  one  month,  cash,  $40. 
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10. 


Outline  what  you  consider  to  be  an  adequate  system  of  finan- 
cial records  for  some  business  enterprise  with  which  you  are 
familiar.  Rule  the  various  forms;  write  in  the  necessary  head- 
ings ;  and  enter  and  post  illustrative  transactions. 


n. 


Describe  methods  by  which  the  task  of  posting  to  the  indi- 
vidual customers'  and  creditors'  accounts  can  be  practically  elim- 
inated. 


VI 
THE  ASSET  ACCOUNTS 

i. 

Classify  in  three  groups  the  accounts  which  represent  fixed 
property.  Give  examples  of  each  group  and  assume  transactions 
which  illustrate  the  different  ways  in  which  each  type  of  property 
may  be  affected. 

2. 

Explain  the  use  of  valuation  accounts  to  show  the  deprecia- 
tion of  fixed  tangible  assets.  Give  illustrative  entries  to  show  how 
account  is  kept  of  fixed  property  (a)  when  an  item  is  purchased; 
(b)  when  accrued  depreciation  is  recognized;  and  (c)  when  a 
unit  is  abandoned. 

3- 
(Form  B) 

Journalize  the  following  transactions : 

(a)  Buildings  depreciate,  $500. 

(b)  Machinery  is  purchased  for  cash,  $1,000. 

(c)  Land  is  purchased,  $5,000.     A  mortgage  for  $2,000  is 
given ;  the  balance  is  paid  in  cash. 

(d)  An  appraisal  one  year  after  the  purchase  of  the  land 
mentioned  in  (c)  discovers  that  the  land  is  now  worth  $500  more 
than  its  purchase  price. 

(e)  An  adjacent  parcel  of  land  is  purchased  for  $1,000  in 
cash. 

(f)  Machinery  which  cost  $2,000    (and  is  carried  in  the 
books  at  that  figure)  is  sold  for  $1,500. 

(g)  Office  furniture,  $500,  is  purchased  on  account. 

(h)  The  furniture  mentioned  above  is  returned  as  unsatis- 
factory. 
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(i)  The  land  mentioned  in  (e)  is  sold  for  $1,200.  Terms: 
$200  in  cash  and  a  6o-day,  6%  note  for  the  balance. 

(j)  Buildings  are  damaged  by  a  storm  to  an  amount  esti- 
mated at  $3,000. 

(k)  The  firm  is  obliged  to  discard  machinery  valued  at  $600, 
because  of  the  introduction  of  a  new  device.  Scrap  value  is  $75. 

(1)  A  new  wing  is  constructed  on  one  of  the  buildings  cost- 
ing $10,000. 

4- 

Discuss  the  distinction  between  fixed  and  current  assets. 
Show  the  difficulty  of  making  a  classification  between  the  two 
groups  which  applies  to  all  cases,  whatever  basis  for  division — 
length  of  life  (or  rapidity  of  expiration)  or  liquidity — be  adopted. 


A  trust  company  has  among  other  asset  accounts  the  fol- 
lowing: Bonds,  Mortgages,  Annuities,  Stocks.  Journalize  the 
following  transactions,  making  use  of  these  accounts: 

(a)  Bonds  are  purchased  (Pensacola  4's,  due  1953)  to  the 
amount  of  $12,600. 

(b)  Funds  to  the  amount  of  $34,000  are  invested  in  first 
mortgages  on  New  York  City  real  estate. 

(c)  $15,000  in  first  mortgage  bonds  (Harrison  Railways  5's) 
matured  today,  and  cash  is  received.     (Assume  that  these  bonds 
were  carried  in  the  accounts  at  $15,000.) 

(d)  Thirty  shares  of  stock  in  the  Pennsylvania  R.  R.  Co. 
are  sold  @  53^-     The  broker's  commission  is  12^2  cents  per 
share.     This  stock  was  purchased  and  carried  in  the  accounts 
@6i. 

(e)  At  the  end  of  the  year  it  is  discovered  that  there  is  a  net 
decrease  in  the  value  of  stock  holdings  amounting  to  $43,000. 

(f)  Three  hundred  shares  of  stock  in  the  American  Tele- 
phone &  Telegraph  Co.  are  purchased  @  118*4  ;  the  broker's  com- 
mission is  i2l/2  cents  per  share. 
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(g)  Bond  holdings  have  appreciated  during  the  year, 
$31,000. 

(h)  Mortgages  mature  and  are  paid  in  full  to  the  amount  of 
$16,000. 

(i)  Annuities  are  purchased  from  the  Greenwich  Insurance 
Co.,  $39,000. 

(j)  The  1917  bonds  of  the  N.  Y.  River  R.  R.  Co.  mature  and 
are  paid,  $21,000. 

(k)  The  firm  invests  an  estate  of  $11,750  in  U.  S.  Steel 
(preferred)  @  117^2  (including  commission). 

Name  several  types  of  business  enterprises  other  than  trust 
companies  the  assets  of  which  consist  largely  in  securities. 

6. 

Give  illustrations  of  assets  which  represent  rights  to  services. 
With  illustrative  entries  explain  the  accounting  treatment  for 
such  items. 

7. 

Give  illustrations  of  intangible  assets  which  represent  the 
values  of  privileges  conferred  by  governments  and  the  value  of 
public  opinion  peculiar  to  the  individual  concern. 


Explain  the  importance  of  a  functional  classification  of  the 
fixed  asset  accounts.  Show  that  such  a  division  is  not  always 
easily  made. 

9- 

A  certain  coal  company  owns  sheds,  unloading  equipment, 
barn,  scales,  horses,  truck,  wagons,  harnesses,  etc.,  office  build- 
ing, adding  machine,  desk,  other  office  equipment,  business  car, 
and  liberty  bonds.  It  holds  a  lease  giving  occupation  rights  in 
a  coal  yard  for  twenty  years. 

Prepare  a  functional  classification  of  fixed  asset  accounts  for 
this  business,  having  in  mind  the  fact  that  the  fuel  administration 
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wishes  to  have  the  accounts  organized  in  such  a  way  as  to  reveal 
the  cost  of  retailing  fuel,  and  has  recommended  that  accounts  be 
grouped  under  three  main  heads,  "yard,"  "delivery,"  and  ''gen- 
eral." 

10. 

Prepare  a  list  of  the  important  classes  of  current  assets  re- 
quired by  the  typical  business  firm.  Illustrate  the  various  occur- 
rences which  may  affect  the  Merchandise  account.  What  are  the 
important  characteristics  of  the  Cash  account? 

n. 

(Form  B) 
Journalize  the  following  transactions : 

(a)  The  firm  discounts  its  6oday  note  for  $1,000  at  the 
bank  at  6%. 

(b)  The  firm  buys  a  bill  of  goods  amounting  to  $1,500  from 
the  Helvetia  Grocery  Co.    A  discount  of  2%  is  offered  for  cash 
if  paid  in  10  days.     The  firm  discounts  its  3O-day  note  at  the 
bank  at  6%  to  produce  the  required  amount. 

(c)  A  bill  of  goods,  $1,000,  is  sold  to  the  X.  Co.    Terms, 
2/10  n/3o.    The  X.  Co.  accepts  the  discount  10  days  later. 

(d)  Goods  are  sold  to  J.  S.  Bowles  for  $700.    Bowles  pays 
cash,  $200,  and  gives  a  3O-day,  6%  note  for  the  balance.    Three 
days  later  the  firm  discounts  Bowies'  note  at  the  bank  at  a  6% 
rate.    On  maturity  Bowles  fails  to  pay  the  note.    It  is  discovered 
that  he  is  bankrupt;  and  the  firm  is  obliged  to  take  up  the  note 
from  the  bank. 

(e)  R.  A.  Rowley  owes  the  firm  $500  on  open  account.    He 
asks  the  firm  to  accept  a  6o-day,  non-interest  bearing  note  for 
$500  drawn  in  his  favor  by  B.  R.  Jackson  to  settle  the  account. 
The  note  is  accepted  and  immediately  discounted  at  a  6%  rate. 
(Give  the  entries  on  Rowley's  books  also.) 

(f)  The  firm  buys  a  bill  of  goods  from  the  Helvetia  com- 
pany amounting  to  $850.    Terms,  2/10,  n/3O.    These  terms  are 
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unsatisfactory  and  a  discount  of  3%  is  finally  allowed  and  ac- 
cepted. 

(g)  The  firm  draws  a  3O-day  draft  on  a  customer  (S.  A. 
Berg)  for  $1,200.  The  draft  is  accepted. 

12. 

Illustrate  the  various  transactions  which  may  occur  in  con- 
nection with  an  account  representing  a  service  (Insurance,  for 
example). 

IS- 

The  officers  of  a  certain  company  decide  that  the  accounts 
receivable  should  be  written  down  $600,  and  thai  the  plant  has 
depreciated  $1,500.  Journalize,  using  valuation  accounts. 


VII 
FURTHER  CLASSIFICATION  OF  EQUITY  ACCOUNTS 


Classify  the  various  equity  accounts,  giving  examples.  Give 
journal  entries  which  illustrate  the  important  classes  of  occur- 
rences which  affect  these  accounts.  Explain  the  nature  of  such 
accounts  as  Interest  and  Dividends,  giving  illustrative  tran- 
sactions. 

2. 

(Form  B) 
Journalize  the  following  transactions : 

(a)  Capital  stock  amounting  to  $20,000  is  issued  for  cash  at 
par. 

(b)  Capital  stock  amounting  to  $100,000  is  issued  in  ex- 
change for  a  factory  building  worth  $50,000,  and  a  patent  right 
worth  $50,000. 

(c)  A  promoter  of  a  corporation  is  given  $500,000  of  capital 
stock.    In  return  he  turns  over  to  the  corporation  certain  mineral 
lands  valued  at  $100,000.     The  balance  is  considered  payment 
for  his  services  in  organizing  the  company. 

(d)  The  net  revenue  available  to  stockholders  amounts  to 
$150,000.    A  dividend  of  $75,000  is  declared,  and  the  balance  is 
carried  to  surplus. 

(e)  Bonds  to  the  extent  of  $100,000  are  called  in  and  capital 
stock  of  an  equal  amount  issued  in  exchange. 

(f)  Bonds  of  a  par  value  of  $150,000  are  issued  for  $175,- 
ooo. 

(g)  The  bonds  in  (f)  are  issued  for  $125,000. 
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What  is  the  significance  of  the  term  operating  net  revenue? 
What  it  the  essential  distinction  between  a  charge  to  expense  and 
a  charge  against  net  revenue? 


(Form  B) 

Journalize  the  following  transactions : 

(a)  The  sales  of  merchandise  by  a  retail  store  amount  to 
$100,000.    Cash  sales  amount  to  $60,000,  and  credit  sales  to  $40,- 
ooo. 

(b)  The  purchase  price  of  the  goods  sold  (referring  to  the 
transaction  in  (a))  amounts  to  $55,000. 

(c)  The  salaries  of  employees  amounting  to  $20,000  are 
paid. 

(d)  The  amount  of  fuel  consumed  is  $2,000. 

(e)  The  building  has  depreciated  by  $500. 

(f)  Miscellaneous  supplies  are  consumed,  $800. 

(g)  Advertising  services  utilized  amount  to  $1,500. 

(h)  Interest  accrues  on  mortgages  payable  amounting  to 
$3,500. 

(i)   Interest  received  on  bank  deposits  amounts  to  $250. 

( j )   Some  goods  amounting  to  $2,000  were  lost  in  an  accident. 

(k)  The  directors  declare  a  6%  dividend  amounting  to 
$3,000. 

(1)  $5,000  is  placed  in  a  reserve  for  contingencies. 

(m)  $6,850  is  carried  to  surplus. 

5- 

Construct  a  single  expense  and  revenue  account  and  also 
a  net  revenue  account  from  the  entries  made  in  exercise  (4). 
What  was  the  operating  net  revenue?  What  was  the  total  net 
revenue  ? 
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6. 

What  are  the  important  characteristics  of  current  liability 
accounts?  Is  there  any  necessary  relationship  between  the 
amount  of  current  assets  and  the  amount  of  current  liabilities  at 
any  one  time  ? 

7- 

What  is  the  importance  of  a  classification  of  expense  ac- 
counts on  a  functional  basis?  State  some  of  the  difficulties  in- 
volved in  making  such  a  classification.  Show  that  a  similar 
classification  of  revenue  accounts  may  be  more  easily  made. 

8- 

Classify  the  following  account  titles  under  the  headings  ex- 
pense, revenue,  net  revenue,  and  surplus : 
Raw  Materials. 
Labor. 

Taxes  (paid). 
Telephone  (rentals  paid). 
Advertising  (circulars  used). 
Repairs  of  Equipment. 
Repairs  of  Buildings. 

Accounts  Receivable   (found  to  be  worthless). 
Salaries  of  Officials. 
Supplies. 
Rent  (received). 
Rent  (paid). 
Surplus. 

Reserve  for  Additions  and  Improvements. 
Interest  on  Notes  Receivable. 
Interest  on  Notes  Payable. 
Sales. 

9- 

"Taxes  cannot  be  conveniently  placed  in  either  the  expense  or 
the  net  revenue  classification."  Explain. 

10. 

Distinguish  between  the  accounts  "Purchase  Discounts"  and 
""Interest  and  Discount." 


VIII 
CLOSING  AND  INTERPRETING  THE  ACCOUNTS 

i. 

Explain  the  construction  of  the  trial  balance.     What  is  its 
function  ? 

2. 

(Form  B) 

Prepare  a  trial  balance  from  the  ledger  of  John  Reed,  pro- 
prietor, as  of  February  27  (exercise  4,  Chapter  V). 

3- 

(Form  B) 

Prepare  a  trial  balance  from  the  ledger  of  R.  A.  Newland  as 
of  July  31  (exercise  6,  Chapter  IV). 

4- 

(Form  B) 
Arrange  the  following  ledger  balances  into  a  trial  balance: 

Real  Estate   $10,000 

Buildings I5,5°o 

Fixtures    2,500 

Notes  Payable 2,100 

Mortgage  Payable 5,ooo 

Notes  Receivable 800 

Accounts  Payable 3A°° 

Merchandise  Purchases 16,900 

Merchandise  Sales   26,300 

Delivery  Equipment 600 

Fuel   3°o 
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Miscellaneous  Expense   1,200 

Accounts  Receivable    3,900 

Interest  Received   100 

Interest  Paid  600 

Rent 400 

Proprietors   18,200 

Wages  and  Salaries  1,200 

Cash    2,000 

5- 

Explain  fully  why  the  trial  balance  does  not  ordinarily  rep- 
resent the  exact  status  of  the  enterprise. 

6. 

Explain  the  significance  of,  and  show  the  necessity  for,  the 
accounting  period. 

7- 

State  with  illustrations  the  different  bases  for  taking  inventor- 
ies. In  what  cases  is  a  perpetual  inventory  feasible  ? 

8. 

Delivery  Equipment 

July     i     Inventory  $500 

16  J32        150 

The  above  statement  represents  the  Delivery  Equipment  ac- 
count of  a  certain  enterprise  at  the  time  of  taking  the  trial  balance 
at  the  end  of  the  month.  An  appraisal  shows  this  equipment  to 
have  a  value  of  $625  on  July  31.  Close  this  account  (giving  the 
necessary  journal  entries)  and  bring  down  the  proper  balance  for 
August  i. 

9- 

The  Machinery  account  of  the  A.  Co.  has  a  debit  balance 
September  i  of  $49,000.  The  Allowance  for  Depreciation  of 
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Machinery  account  has  a  credit  balance  of  $6,200.  The  present 
value  of  the  machinery  on  hand  is  estimated  at  $41,500.  Give 
the  entries  necessary  to  close  these  accounts. 

10. 

(Forms  B  and  C) 

The  balances  of  the  merchandise  accounts  of  the  Stillwater 
Drygoods  Co.  on  Sept.  30  appear  as  follows:  Merchandise  In- 
ventory, $47,400  (Sept.  i);  Merchandise  Purchases,  $26,900; 
Merchandise  Sales  $38,700.  Merchandise  Cost  shows  no  balance. 
The  inventory  Sept.  30  is  $41,900.  Give  the  journal  entries  neces- 
sary to  close  these  accounts.  Post  these  entries  (as  far  as  they 
affect  the  merchandise  accounts)  and  rule  and  close  the  accounts. 

Record  the  same  information  as  above  in  a  single  Merchan- 
dise account,  and  give  the  closing  entries  necessary  when  this 
procedure  is  adopted. 

n. 

Real  Estate 

Jan.  I  Inventory    $98,000  Jan.  9        J  17  $13,000 
6        J 16  21,500      22       J  18   72,000 

20        J 18   4,900      26       J 19    7,500 

29        J  19  1 1, 800 

The  above  statement  represents  the  Real  Estate  account  of 
the  Roggers  Development  Co.  at  the  time  of  taking  the  trial  bal- 
ance. An  appraisal  shows  the  parcels  of  real  estate  remaining 
unsold  to  have  a  value  of  $52,000,  although  the  cost  price  was  but 
$49,000.  Close  this  account,  making  all  necessary  journal  entries. 

12. 

(Forms  B  and  C) 

You  are  handed  the  following  summary  information  regard- 
ing a  month's  business  of  a  manufacturing  and  wholesale  enter- 
prise : 

•Materials  on  hand  Jan.  i $27,280 

Finished  goods  on  hand  Jan.  i 11,500 
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Purchases  of  materials  during  January.  .  .  .   29,400 

Defective  materials  returned  ............        250 

Purchase   discounts   secured    through   cash 

payments  ..........................        560 

Other  rebates  and  allowances  on  materials.  .        300 
Sales  of  finished  goods  during  the  month.  .  .   31,000 
Discounts  on  sales   .....................        420 

Goods  returned  ........................        190 

Freight  and  demurrage  charges  ...........        780 

Materials  on  hand  Jan.  31  ...............   32,000 

Finished  goods  on  hand  Jan.  31  ............  6,700 

Prepare  an  exhibit  of  accounts  showing  how  you  recommend 
that  this  information  be  recorded.  Give  all  the  journal  entries 
necessary  to  close  these  accounts,  and  rule  the  accounts  as  closed. 

13. 

In  a  complex  retail  or  wholesale  enterprise  where  several 
departments  are  involved,  or  in  any  manufacturing  enterprise 
where  several  production  stages  as  well  as  many  departments  are 
necessary,  what  reasons  can  you  see  for  the  use  of  intermediate 
summary  accounts  in  each  of  which  are  closed  a  number  of  sub- 
sidiary accounts?  (The  closing  of  such  accounts  as  In-Freight, 
Depreciation  of  Warehouse,  Purchase  Discounts,  Warehouse 
Payroll,  etc.,  into  the  general  Materials  Purchases  account  is  an 
illustration  of  the  use  of  such  an  account.) 


(Form  C) 

The  B.  Co.  expends  for  labor  during  August  $22,000;  for 
materials,  $47,000.  All  other  costs  incurred  including  accruals 
such  as  depreciation  total  $26,000.  The  inventories  August  I 
are  as  follows:  Materials,  $10,000;  goods  in  process,  $8,000; 
finished  goods,  $16,000;  miscellaneous  supplies  etc.,  $2,000.  Sales 
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during  the  month  total  $78,000.  On  August  31  it  is  estimated 
that  materials  on  hand  amount  to  $13,000;  the  material  cost  of 
goods  in  process  is  $6,000;  and  the  material  cost  of  finished 
goods  on  hand  is  $12,000.  The  labor  cost  of  goods  in  process 
August  31  is  $5,000;  and  of  finished  goods,  $7,000.  The  invent- 
ory of  miscellaneous  items  August  31  is  $2,400.  It  is  estimated 
that  75%  of  the  item  of  "other  costs  incurred"  is  applicable  to 
goods  sold  during  August.  The  balance  is  chargeable  as  follows  : 
goods  in  process,  $3,000;  finished  goods,  $3,500. 

Show  by  means  of  skeleton  accounts  and  explanation  how 
this  situation  would  be  handled  August  31. 


Under  what  conditions  would  it  be  proper  to  consider  all 
costs  incurred  within  a  given  period  as  applicable  to  the  expense 
of  that  period? 

16. 

A  retailer  (beginning  business  May  i)  buys  goods  during 
May  with  an  invoice  price  of  $7,500.  Freight  and  cartage  charges 
amount  to  $800.  The  cost  of  unpacking,  shelving  and  otherwise 
preparing  goods  for  sale  is  $350.  Clerk  hire  and  general  expense 
for  May  amounts  to  $200.  On  May  31  an  inventory  is  taken 
which  shows  goods  on  hand  to  the  amount  of  $5,000,  invoice  price. 
Is  this  inventory  the  correct  figure  to  use  in  closing  the  accounts  ? 
Explain  fully. 

17- 

A  peddler  starts  for  town  with  a  load  of  potatoes  which  cost 
him  $90.  On  the  way  he  buys  10  bushels  more  at  $1.25.  He 
sells  during  the  day  70  bushels  at  $1.60.  At  night  he  has  left 
in  his  wagon  potatoes  amounting  to  $30,  at  cost. 

Set  up  this  information  in  a  single  account.  Ignoring  the  de- 
preciation of  equipment,  cost  of  horse  feed,  etc.,  what  was  the 
peddler's  profit  for  the  day  ? 
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18. 

Accounts  Receivable,  the  controlling  account  in  the  general 
ledger,  shows  total  debits  of  $48,500  and  total  credits  of  $37,280. 
The  uncollectible  accounts  are  estimated  at  $480.  Using  a  valua- 
tion account,  Reserve  for  Uncollectible  Accounts,  give  the  closing 
entries.  Rule  Accounts  Receivable  as  it  would  appear  when 
closed. 

19. 

(Form  B) 
Journalize  the  following: 

(a)  On  June  30  it  is  estimated  that  of  the  outstanding  re- 
ceivables accounts  amounting  to  $500  are  uncollectible.   . 

(b)  A.  Smith,  a  customer  whose  account  shows  a  balance 
of  $400,  becomes  bankrupt  and  his  account  is  written  off  as  worth- 
less. 

(c)  Six  months  later  Smith  receives  an  inheritance  and  pays 
the  account  mentioned  in  (b)  in  full  with  interest  for  six  months 
at  7%. 

20. 

The  X  Co.  keeps  a  Wages  and  Salaries  account.  On  Dec.  i 
this  account  shows  a  credit  inventory  of  $300,  and  a  debit  in- 
ventory of  $200.  Total  debits  during  the  month  of  December 
amounted  to  $3,800.  On  Dec.  31  wages  were  accrued  but  unpaid 
to  the  amount  of  $280.  Salaries  prepaid  amounted  to  $200.  Rule 
and  close  this  account.  Give  all  closing  journal  entries. 

21. 

The  Hoover  Manufacturing  Co.  operates  in  a  rented  build- 
ing. One  floor  is  sublet  for  storage  purposes  to  the  Jones  Over- 
all Co.  One  account  is  used  to  record  all  rent  transactions.  On 
Sept.  i  this  account  shows  a  debit  inventory  of  $50,  and  a  credit 
inventory  of  $350.  During  September  the  Hoover  company  pays 
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$400  on  its  lease  and  receives  $75  from  its  sublease.  On  Sept. 
30  there  is  rent  accrued  but  unpaid  against  the  company  amount- 
ing to  $200,  and  in  its  favor  $25.  Rule  this  account  and  close  as 
of  Oct.  i,  making  closing  entries. 


22. 

The  following  account  is  found  in  the  ledger  of  a  small 
manufacturing  and  retail  company : 

General  Expense 

June     i  Inventory   $280     June     i     Inventory   $  30 

6  Insurance 50  25     Interest  50 

7  Advertising    ...      10 

7  Postage  20 

7  Stationery    ....     20 

12  Rent    300 

15  Commissions    .  .     60 

17  Freight  &  Cart.     80 

18  War  Relief   . . .    100 

19  Interest  25 

20  Loss  by  Fire. . .    130 

Examine  this  statement  critically. 

23- 

(Form  B) 

On  April  30  among  the  A.  Co.'s  inventories  are  found  the 
following  items:  wages  accrued,  $300;  rent  unpaid,  $125;  adver- 
tising prepaid,  $75 ;  interest  receivable,  $84 ;  interest  payable, 
$850;  insurance  unexpired,  $220.  Journalize  these  items  making 
use  of  a  Sundry  Assets  and  a  Sundry  Liabilities  account. 

24. 

Define  carefully  and  illustrate  each  of  the  following  terms: 
loss ;  expense ;  revenue ;  net  revenue ;  distribution  of  net  revenue. 
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25- 
(Form  C) 

The  following  account  is  taken  from  the  books  of  an  electric 
light  and  power  company: 

Profit  and  Loss 

Wages  and  Salaries. .  .$  9,800  Balance   $10,020 

Supplies 13,300  Com.  Power  Sales....  22,000 

General  Expense 11,600  Commercial  Lighting..  12,400 

Depreciation  of  Plant.  8,900  Street  Lighting   12,960 

Interest  on  Bonds 4,100  Miscellaneous   Revenue  7,400 

Dividends    2,000  Interest  Earned 390 

Loss  on  Aband.  Prop..  1,700 

Balance   13,77° 

$65,170  $65,170 

Balance   $i3>7?o 

Criticize,  preparing  an  exhibit  of  accounts  which  gives  a 
more  logical  presentation  of  this  information. 

26. 

Discuss  briefly  the  accounting  treatment  of  rent,  interest, 
and  tax  charges. 

27. 

A  certain  firm  uses  one  Interest  account  to  record  all  interest 
transactions.  On  Sept.  i  this  account  shows  a  debit  inventory  of 
$55  and  a  credit  inventory  of  $70.  During  the  month  interest 
was  paid  by  the  firm  on  notes  and  mortgages  amounting  to  $250 ; 
interest  was  received  on  notes  and  bank  balances  amounting  to 
$130.  On  Sept.  30  it  is  found  that  interest  is  accrued  and  un- 
paid :  on  notes,  $75,  on  mortgages,  $40 ;  interest  accrued  on  notes 
receivable  amounts  to  $30,  on  bank  balances,  $25. 

Rule  this  account  and  close,  giving  journal  entries. 
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28. 

The  Exeter  Co.  has  gross  revenues  for  the  month  of  De- 
cember amounting  to  $75,000;  gross  expenses  total  $54,000.  The 
directors  decide  to  declare  a  dividend  of  $20,000,  and  the  balance 
of  net  revenue  is  transferred  to  the  Surplus  account.  Journalize, 
using  Expense  and  Revenue,  Net  Revenue,  and  Surplus  accounts. 

29. 

The  capital  stock  of  a  small  corporation  is  owned  entirely 
by  three  individuals — A,  B  and  C.  A  is  president,  B,  secretary- 
treasurer,  and  C  is  general  manager.  Because  of  the  heavy  war 
tax  on  corporate  incomes  the  officers  wish  to  make  a  conservative 
showing  of  net  revenue.  It  is  decided  to  charge  salaries  to  ex- 
pense as  follows:  A,  $1,000;  B,  $1,500;  and  C,  $2,500.  It  is 
further  agreed  that  no  funds  shall  be  withdrawn  for  the  purpose 
of  paying  these  salaries.  Prepare  journal  entries  giving  effect, 
to  this  procedure  in  the  accounts,  and  explain  the  significance  of 
the  transaction  fully. 


IX 


THE  PREPARATION  OF  STATEMENTS 

i. 

Name  the  three  important  accounting  statements  and  explain 
their  uses.  State  particularly  whose  interests  are  to  be  served  by 
each  one. 

2. 


$    1,000 

13*00° 
8,700 

1,200 


(Form  C) 

Trial  Balance 

Real  Estate  $  6,100 

Merchandise    1 1,500 

Supplies    420 

Cash   16,050 

Fixtures   1,200 

Accounts  Receivable   1,890 

Delivery  Expense 400 

General  Expense 350 

Accounts  Payable 

Proprietor   


$37,910  $37,910 

The  above  represents  the  ledger  accounts  of  a  small  retail 
coal  dealer  at  the  end  of  a  month's  business.  Assume  inventories, 
and  prepare  an  expense  and  revenue  statement. 


The  retail  merchant  usually  inventories  his  stock  of  goods 
at  the  invoice  price  either  of  the  date  of  purchase  or  of  the 
date  of  inventory.  This  method  fails  to  take  into  account  the 
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fact  that  a  considerable  part  of  the  expense  outlays  may  be  reason- 
ably charged  to  the  unsold  goods.  Explain  the  effect  of  this 
practice  on  the  current  expense  and  revenue  statement.  Can  you 
justify  current  practice  in  this  regard? 

4- 

"The  net  revenue  statement  reflects  the  financial  policy  of  a 
corporation,  particularly  in  respect  to  the  distribution  of  risk 
among  the  permanent  investors."  Explain. 

5- 

(Form  C) 

Prepare  a  net  revenue  statement  from  the  following  data: 

Expense  and  Revenue  has  a  credit  balance  of $4,380' 

Interest  Paid  shows  a  balance  of 260 

Interest  Received  has  a  balance  of 50  ^ 

Dividends  were  declared  and  paid  during  the  period 750 

Dividends  are  declared 750 

Taxes  shows  a  debit  balance 180  ^ 

Taxes  are  accrued  but  unpaid 70 

Interest  on  notes  payable  is  accrued 120 

Interest  receivable  is  accrued  15 

Bond  Interest  shows  a  debit  balance 300 

Bond  interest  is  accrued 140 

Rent  receivable  accrued  40. 

6. 

This  statement  is  frequently  made  by  accountants :  *'the  bal- 
ance sheet  is  the  most  important  financial  statement."  Explain 
the  construction  of  the  balance  sheet  and  show  why  the  statement 
in  the  quotation  marks  is  true. 

7- 
(Form  C) 

Prepare  an  expense  and  revenue  statement  and  balance  sheet 
from  the  following: 


PREPARATION  OF  STATEMENTS 
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Capital   Stock    

Real  Estate   $ 

Buildings 

Machinery  and  Tools .... 
Furniture  &  Fixtures . . . 

Accts.  Rec 

Cash 

Materials  Inventory  .... 
Materials  Purchased    . .  . 

Sales    

Finished  Goods 

Goods  in  Process   

Wages   

General  Expense  

Misc.  Supplies  &  Services 

Accts.  Pay 

Notes  Pay 

Notes  Rec 

Mortgage    


Trial  Balance 

$120,000 
22,000 
20,000 
44,000 

2,000 

50,000 

7,000 

13,000 

40,000 


29,000 


7,000 
11,000 

12,000 

13,000 

8,000 


Inventories 

$23,000 

19*500 

41,500 

1,900 

46,000 

7,000 

12,500 


15,000 
16,000 
3,ooo(Cr.) 

2,000 


5,000 


48,000 

22,000 

$254,000        $254,000 

8. 

C.  J.  Rankin 

Trial  Balance,  April  30,  1916 

Store  Equipment   $    660.00 

Delivery  Equipment    1,380.00 

Cash  258.40 

Notes  Receivable  3I5-OO 

Mdse.  Inventory 2,120.00 

C.  J.  Rankin,  Capital 

Notes  Payable    

Purchases 2,297.00 

Sales   , 


4,900 


$4,130.00 
1,025.00 

2,43075 
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Store  Salaries 313.00 

Advertising   5.20 

Delivery  Expense 70.20 

Rent  i  lo.oo 

Insurance  54-OQ 

Heat  and  Light 16.20 

General  Expense   14-85 

Cash  Discounts  on  Purchases 16.60 

Accounts  Receivable  732-5° 

Accounts  Payable 744.00 

$8,346.35         $8,346.35 

Inventories : 

Merchandise   $2,082.27 

Salaries  earned  but  unpaid : 

Sales   clerks    15.67 

Driver 5.00 

The  insurance  balance  represents  payment  for  one  year 
from  March  I,  1916. 

Delivery  equipment  1,360.00 

Store  equipment 660.00 

Prepare  an  expense  and  revenue  statement  and  balance  sheet. 
Use  Form  C. 


The  following  trial  balance  is  taken  from  the  ledger  of  S.  J. 
Burdick  at  the  close  of  one  month.  The  merchandise  inventory 
is  $3,080. 

Dr.  Cr. 

Equipment   $   980 

Cash  820 

Merchandise    4,200 

Accts.  Receivable 338 

Accts.  Payable   $1,850 

S.  J.  Burdick 3,250 
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Salaries 130 

Rent   60 

Heat  &  Light 12 

General  Expense   45 

Sales  1,485 

$6,585        $6,585 

Prepare  an  expense  and  revenue  statement  and  balance  sheet. 
Use  Form  C. 

10. 

Trial  Balance  of  Andrew  Jackson  as  of  June  30,  1914. 

Mdse.  (per  inventory  Jan.  i)   $  7,000 

Cash  (on  hand  and  in  bank) 400 

Customers'  Accounts 3,200 

Creditors'  Accounts $  2,400 

Purchases 13,500 

Sales  18,000 

Salaries 1,840 

Rent   820 

Advertising   500 

Heat  and  Light 300 

Insurance  (Premium  for  year  1914) 100 

General  Expense  400 

Andrew  Jackson,  Capital 7,660 

$28,060        $28,060 

Inventory  of  Mdse.  on  hand  June  30 $7,400 

Coal  on  hand 40 

Salaries  unpaid  June  30 45 

From  the  preceding  trial  balance  and  additional  data,  present 
an  expense  and  revenue  statement  and  balance  sheet.  Use 
Form  C. 
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ii. 

(Form  C) 
Trial  Balance — Month  of  March — 1914. 

Equipments    $    650 

Cash   150 

Notes  Receivable  50 

Unexpired  Insurance    36 

Proprietor    $1,000 

Notes  Payable   200 

Salaries    128 

Rent    40 

Heat  and  Light 4 

Merchandise  Inventory 400 

Purchases    700 

General  Expenses    6 

Sales 800 

Accounts  Receivable  150 

Accounts  Payable 314 

$2,314        $2,314 

Mdse.  Inventory    $520 

Salaries  Accrued   10 

Expenses  Accrued 3 

Prepare  an  expense  and  revenue  statement  and  balance  sheet. 

12. 

The  following  is  the  trial  balance  of  the  Boulder  Manufactur- 
ing Co.,  as  at  Dec.  31,  1915. 

Plant    $100,000 

Raw  Materials  (Inv.  Jan.  i) 35,000 

Raw  Materials  Purchases   95,ooo 

Goods  in  Process  (Inv.  Jan.  i) 30,000 

Finished  Goods  (Inv.  Jan.  i)   25,000 

Cash  6,000 

Accounts  Receivable  125,000 
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Capital  Stock   $200,000 

Notes  Payable   50,000 

Accounts  Payable    64,000 

Labor,  Direct   .  1 A 210,000 

Labor,   Indirect    35,ooo 

Manufacturing  Expense 96,000 

General  Expense   25,000 

Selling  Expense 42,000 

Sales   510,000 


$824,000        $824,000 

Inventories,  Dec.  31. 
Raw  materials  .....................  $42,000 

Goods  in  process  ...................  27,000 

Finished  goods    ....................  28,000 

Manufacturing  expense  accrued  ......        450 

Accrued  pay  roll  not  paid  ............     1,600 

($1,200  direct  and  $400  indirect  labor) 

Prepare  an  expense  and  revenue  statement  and  a  balance 
sheet.    Use  Form  C. 


(Form  C) 
Trial  Balance,  January  31,  1915. 

Dr.  Cr. 

Real  Estate  .............................  $  4,000 

Store  Equipment   ........................        500 

Stable  Equipment    .......................        800 

Cash   ...................................        400 

Notes  Receivable  ........................        300 

A.  Customer  ............................        200 

B.  Customer  ....................  «  .......        150 

C.  Customer   ............................          50 
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S.  Creditor $      500 

M.  Creditor 800 

N.  Creditor 700 

Notes  Payable   3,8oo 

H.  Henry,  Proprietor 15,000 

Merchandise  Inventory  (Jan.  I,  1915) 14,400 

Sales  9,000 

Purchases    7,000 

Salaries    820 

Advertising    250 

Delivery  Expense 180 

Rent    360 

Heat  &  Light  46 

Insurance  144 

General  Expense   260 

Cash  Discount  60 


$29,860        $29,860 
Additional  Data: 

Merchandise  inventory    $14,670 

Feed  for  horses 20 

Salaries  accrued   40 

Delivery  boy's  salary  accrued 10 

Insurance  represents  payment  for  one  year. 
Prepare  an  expense  and  revenue  statement  and  balance  sheet. 

14. 

(Form  C) 

Trial  Balance  of  John  Smith  as  at  March  31,  1914,  after  one 
month's  operation. 

Store  and  Office  Equipment $     289.85 

Delivery  Equipment    275.00 

Cash 1,079.04 

Accts.  Receivable 320.00 

Notes  Receivable  .  100.00 
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Notes  Payable   $  3,000.00 

Accounts  Payable    923.50 

John  Smith,  Capital 5,000.00 

John  Smith,  Personal  10.00 

Sales  1,601.75 

Purchases    8,085.00 

Salaries    190.00 

Delivery  Expense    91.00 

Rent   60.00 

Heat  &  Light  36.00 

Insurance  &  Taxes  40.00 

Office  &  Store  Supplies 46.00 

Interest  on  Notes  Payable 10.00 

General  Expense   1.60 

Cash  Discount  on  Purchases 88.24 

$10,623.49        $10,623.49 

Supplementary  Data: 

Merchandise  Inventory,  March  31 $6,850.00 

Insurance  premium  has  been  paid  for  one  year 

Inventory  of  office  supplies 30.00 

Salaries  accrued,  but  not  paid 10.00 

Light  bill  for  month  unpaid 8.00 

Salary  due  delivery  boy 4.00 

Coal  on  hand  15.00 

The  balance  of  Notes  Receivable  represents  a  single  note 
received  on  March  n,  and  bearing  6%  interest. 

Prepare  an  expense  and  revenue  statement  and  balance  sheet. 
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Trial  Balance  of  S.  Y.  Merkle, 
December  31,  1915. 

Cash   $  12,250 

Notes  Receivable  32,700 

Accounts  Receivable  47,000 

Furniture  &  Fixtures  3,ooo 

Building   13,000 

Real  Estate  50,000 

Notes  Payable   $  30,000 

Accounts  Payable    13,210 

Advertising    2,600 

Commissions    3,050 

Expense   12,900 

Salaries  and  Wages 9,300 

Insurance  625 

Postage    1,315 

Cash  Discount  on  Purchases 550 

Exchange 25 

Interest    175 

Cash  Discount  on  Sales 375 

S.  Y.  Merkle,  Personal 4,215 

S.  Y.  Merkle,  Proprietor 84,420 

Purchases    120,600 

Merchandise  Inv 1 1,500 

Sales  196,45° 

$324,630        $324,630 
Inventories : 

Furniture  and  Fixtures $  2,750 

Buildings    12,400 

Real  Estate 48,000 

Advertising    400 

Insurance    125 

Postage    350 


PREPARATION  OF  STATEMENTS 


61 


Interest  (Dr.)   15 

Merchandise  5,8i6 

Salaries  and  Wages  (Cr.)    315 

Prepare  a  working  sheet.     (Form  E). 

16. 

From  the  following  trial  balance  and  inventories  prepare  a 
working  sheet  (Form  E). 

Trial  Balance,  January  31. 

Proprietor    $  45,000 

Office  Equipment $  3>93O 

Delivery  Equipment    2,750 

Land   3,650 

Machinery   25,750 

Buildings   18,650 

Notes  Payable    32,350 

Notes  Receivable  4,757 

Accounts  Payable    '. . . .  4>73^> 

Accounts  Receivable  32,450 

Cash   3,433 

Advertising    2,570 

Payroll   8,750 

Commission   3,650 

Expense   5,740 

Insurance   3,400 

Postage    865 

Interest 375 

Discounts  and  Allowances 450 

Merchandise  (Jan.  I )   5,650 

Merchandise  Purchases 37,650 

Merchandise  Sales 81,484 


$164,020        $164,020 
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Inventory : 

Office  Equipment   $  3,600 

Delivery  Equipment  2,500 

Land   3,400 

Machinery    22,500 

Buildings 18,150 

Advertising 400 

Insurance   515 

Postage    125 

Merchandise  7,SS° 

17. 

Prepare  a  working  sheet  (Form  E)  from  the  trial  balance 
which  you  prepared  for  exercise  2  in  Chapter  VIII,  using  the 
following  inventories: 

Merchandise   $  8,210 

Advertising  prepaid 50 

Insurance  (the  student  can  determine  this  inventory.  See 
transaction  Feb.  8). 

Buildings  19,900 

Furniture  and  Fixtures ....     3,000 
Fuel  25 

18. 

Prepare  a  ten-column  statement  (Form  E)  from  the  follow- 
ing ledger  account  balances  and  inventories. 

Ledger  Balances  Inventories 

Factory  Site $  80,000  $  80,000 

Buildings  and  Equipment 251,000  242,000 

Machinery  and  Tools  224,000  213,000 

Transportation  Equipment 19,000  17,5°° 

Capital  Stock   500,000 

Accounts  Receivable   51,000  48,000 

Notes  Payable    78,400 

Investment  in  Stocks 42,000  46,000 
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Finished  Goods 66,000  65,000 

Goods  in  Process 45,ooo  57,ooo 

Materials  and  Supplies 57,ooo  29,000 

Accounts  Payable   59,8oo 

Sales   68,000 

Cash  36,400  16,200 

Interest 2,700  i,ioo(Cr.) 

Dividends  Received 8,000 

Bonds   100,000 

Dividends  Payable 8,000 

Undivided  Profits 99,000 

Reserve  for  Depreciation 26,700 

Labor  27,200  8oo(Cr.) 

General  Expense   32,600  3Oo(Cr.) 

Loss  by  Fire 14,000 

19. 

Prepare  a  ten-column  statement  (Form  E)  from  the  follow- 
ing trial  balance  and  inventories. 

Trial  Balance  Inventories 

Land   $  5,ooo  $  5,000 

Buildings 21,500  20,900 

Machinery  and  Tools 6,575  6,210 

Horse  and  Wagon   1,205  1,180 

Furniture  and  Equipment.  .  393  393 

Proprietor  $  75,ooo 

Patents    5,250  5,250 

Notes  Receivable 15,820  15,820 

Accounts  Receivable 86,981  83,800 

Insurance  Premiums 1,205  840 

Miscellaneous  830 

Salaries  andWages 6,675  280 

Advertising 2,620  600 

Freight,  Express  and 

Cartage   2,200 
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Notes  Payable  21,000 

Accounts  Payable 25,180 

Cash 2,025  2,025 

Purchase  Discounts    2,250 

Stationery  875  620 

Interest  175  Dr.    i6o;Cr.i85 

Sales  Discounts 2,010 

Merchandise  37>9OQ        5,760 

$161,339    $i6i,339 

20. 

Watson  &  Son, 

Trial  Balance,  April  30,  1915. 

Store  and  Office  Equipment $  340.85 

Delivery  Equipment 550.00 

Cash  . . . : 4,303-56 

Accounts  Receivable 921.15 

Notes  Receivable  622.00 

Merchandise  Inventory 6,650.00 

Unexpired  Insurance 36.67 

Notes  Payable   $  6,000.00 

Accounts  Payable 839.00 

John  Watson,  Capital 5,046.55 

John  Watson,  Personal 64.00 

Sales   3438.40 

Sales,  Returns  and  Allowances 3.25 

Out-Freight  2.50 

Merchandise  Purchases 1,520.00 

Purchase  Returns  and  Allowances  ....  120.00 

In-Freight   JS-TO 

Salaries    228.00 

Advertising   22.05 

Delivery  Expense 67.50 

Rent   60.00 

Heat  and  Light 32.00 
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Office  and  Store  Supplies 78.50 

General  Expense   37.65 

Interest  on  Notes  Payable 43. 1 7 

Cash  Discount  on  Purchases  .  26.60 


$i5>534-55        $15,534.55 

Inventories:  merchandise,  $5,468.45 ;  coal,  $2.50;  feed,  $1.20; 
postage  and  stationery,  $9.00;  advertising  circulars,  $6.00;  store 
and  office  supplies,  $43.50;  light  expense  accrued,  $8.40;  salaries 
accrued,  $26.67;  delivery  expense,  $8.00;  advertising  expense 
accrued,  $3.20;  insurance  expired  during  month,  $3.34;  interest 
receivable,  $10.25;  and  interest  payable  $11.64. 

Compute  depreciation  on  equipment  for  one  month  only  at 
10%  per  annum. 

Prepare  a  working  sheet  (Form  E). 

21. 

Smith  and  Wesson, 

Trial  Balance,  May  31,  1916. 

Smith's  Capital $  42,500 

Wesson's  Capital  36,300 

Plant  and  Machinery   $  37,500 

Stock  On  Hand  (May  31,  1915) 20,525 

Sales  131,405 

Purchases — Materials  and  Supplies 51,200 

Warehouse  Labor   7,000 

Truck  Drivers  and  Garage  Labor 9,000 

Wages,  Engineers  and  Firemen 3,ooo 

Salaries  of  Salesmen   11,500 

Office  Salaries    8,000 

Traveling  Expenses,  Salesmen 2,400 

Interest  on  Notes  Payable 600 

Stationery  and  Printing 175 

Freight  In 2,500 

Freight  Out    2,250 
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Commissions   6,375 

Advertising  500 

Notes  Receivable  6,1 15 

Interest  on  Notes  Receivable 1,100 

Rent   4,000 

Taxes  200 

Sales  Discounts  and  Allowances 2,250 

Purchases  Discounts  and  Allowances 3,ioo 

Fuel 4,600 

Insurance  175 

Accounts  Receivable  36,1 15 

Accounts  Payable   7,95° 

Miscellaneous   6,375 


$222,355        $222,355 

Write  off  depreciation  on  plant  and  machinery  at  the  rate  of 
S%  per  annum.  Merchandise  has  become  shopworn  and  depre- 
ciated to  the  estimated  amount  of  $300.  Accounts  receivable  to 
the  amount  of  $325  are  decided  to  be  uncollectible.  Salaries  and 
wages  have  accrued  as  follows :  warehouse  labor,  $75 ;  wages  of 
drivers,  $100;  engineers  and  firemen,  $65;  salesmen,  $65;  office 
salaries,  $57.  Interest  is  accrued  as  follows :  on  notes  receivable, 
$55  ;  on  notes  payable,  $22.  Other  inventories  are  as  follows : 

Stock  on  hand  May  31,  1916 $19,605 

Unexpired  insurance   75 

Advertising  prepaid   125. 

Prepare  a  ten-column  statement  (Form  E). 

22. 

Trial  Balance  of  Whaley  &  Parsons 
on  December  31,  1916. 

Land  $     3,000 

Store  Building  &  Warehouse 12,000 

Reserve  for  Depreciation $     3,000 

Garage  2,000 
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Store  Equipment   1,200 

Delivery  Equipment    2,500 

Office  Equipment 400 

Cash   560 

Notes  Receivable  1,300 

Accounts  Receivable  8,620 

Merchandise  Inventory 12,000 

Mortgages  Payable   6,500 

Notes  Payable   5,5oo 

Accounts  Payable   7>5oo 

R.  S.  Whaley,  Capital 8,860 

P.  D.  Parsons,  Capital 5,ioo 

Gross  Sales 1 10,000 

Returns  and  Allowances 650 

Merchandise  Purchases 89,000 

Freight,  Exp.  &  Cartage 860 

Cash  Disc,  on  Purchases 950 

Salaries  of  Buying  Force 525 

Other  Buying  Expenses  23 

Salaries  of  Sales  Force 6,540 

Advertising   no 

Misc.  Selling  Expense 415 

Wages  of  Delivery  Force 1,530 

Other  Delivery  Exp i»495 

Management  &  Office  Salaries 1,610 

Office  Supplies  &  Expense 122 

Heat,  Light  &  Power 220 

Insurance  95 

Taxes   80 

Repairs  &  Renewals 105 

Telephone  Expense  180 

Ice  &  Cold  Storage  Expense 115 

Other  Misc.  Expense  75 

Reserve  for  Uncollected  Accts 90 

Interest  Paid 170 

$147,500        $147.500 
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Supplementary  data : 

Merchandise  inventory  $13,800. 

Compute  depreciation  for  one  year  on  store  building  &  ware- 
house at  3%,  garage  at  4%,  store  and  office  equipment 
at  10%,  and  delivery  equipment  at  20%,  per  annum. 

Interest  accrued  on  notes  receivable,  $8.50. 

Interest  accrued  on  notes  payable,  $21.50. 

Interest  accrued  on  mortgages  payable,  6%  for  4  months. 

Expense  accrued  as  follows: 

Salaries  of  sales  force $37«oo 

Salary  of  garage  man 18.00 

Advertising  unpaid 15.50 

Miscellaneous  expense  4.00 

Heat,  light  and  power,  debit  inv 25.00 

Unexpired  insurance 35«oo. 

An  examination  of  the  customers'  ledger  shows  that  the  ac- 
counts with  seven  customers,  a  total  of  $546.75,  are  uncollectible. 
Prepare  a  ten-column  statement   (Form  E). 
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(Form  E) 
December  31,  1915. 

Dr.  Cr.  Inventory 

Land   $  40,000  $  40,000 

Buildings 75,ooo 

Improv.  on  Leased  Prop. . . .       6,000  6,000 

Machinery   20,000 

Tools   1,000  900 

Patents    7,5oo  7,000 

Lease 17,000  16,000 

Materials : 

Inventory    55,ooo  58,000 

Purchases    80,000 

Sales    $250,000 

Cash    17,000 
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Labor    25,000                            2,ooo(Cr.) 

Insurance    4,000                             3,ooo 

Commissions    5,ooo 

Purchase  Discounts   3,ooo 

Sales  Discounts 2,000 

Advertising 1,000                               100 

Freight  &  Cartage 500 

Power,  Heat  &  Light 8,000 

Salaries   7,000 

Bond  Interest    8,000                            2,ooo(Cr.) 

Commercial  Interest 600                                300 

Repairs  for  Machinery   ....  1,000 

Extension  to  Building 4,000                             4,000 

Expense    5,ooo 

Loss  by  Fire  500 

Taxes    900                                2Oo(Cr.) 

Stock  in  X  Co 235,000                        235,000 

Notes  Receivable    12,000                          12,000 

Accts.  Receivable   38,000                          34,ooo 

Rent    2,000             200 

Furniture  &  Fixtures 5,ooo                             4,800 

Capital  Stock 150,000 

Surplus    25,000 

Dividends   4,ooo(Cr.) 

Reserve  for  Depreciation  . . .  25,000 

Reserve  for  Bad  Debts 8,000 

Dividends  on  X  Co/s  Stock.  16,000 

Notes  Payable 20,000 

Accts.   Payable    32,000 

Bonds    150,000 

$681,000    $681,000 

Prepare  a  ten-column  statement.  Use  Reserve  for  Deprecia- 
tion in  taking  care  of  depreciation  on  buildings  and  machinery. 
Depreciate  buildings  5%  of  gross  valuation  and  machinery  10%. 
Use  Reserve  for  Bad  Debts  in  taking  care  of  depreciation  on  ac- 
counts receivable. 
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24. 

The  Western  Gas  Engine  Co. 
Trial  balance  taken  Dec.  31,  1915.    (Six  months  period.) 

Land $  15,000 

Factory  Building  23,600 

Reserve  for  Depr.  of  Buildings $     1,840 

Warehouse 3,ooo 

Reserve  for  Depr.  of  Warehouse 240 

Machinery  &  Equipment 80,000 

Reserve  for  Depr.  of  Mach.  &  Equip 16,000 

Small  Tools 4,850 

Office  Equipment 1,050 

Reserve  for  Depr.  of  Office  Equip 80 

Raw  Materials  (Inventory  July  i) 75,ooo 

Goods  in  Process  (July  i,  1915) 24,500 

Cash   18,000 

Accts.  Receivable 78,000 

Notes  Receivable  7,850 

Interest  on  Notes  Receivable 58 

Purchases   (Raw  Materials) 280,000 

Purchase  Returns 2,000 

Purchase  Allowances    680 

Cash  Discount  on  Purchases 3,400 

Inward  Freight   4,200 

Finished  Goods  (Inventory  July  i) 17,500 

Sales  410,300 

Sales  Returns 7,800 

Sales  Allowances  270 

Outward  Freight   220 

Sales  Discounts 2,400 

Accounts  Payable 60,000 

Mortgage  Payable  40,000 

Notes  Payable 25,000 

Interest  on  Notes  Payable 500 

Reserve  for  Bad  Debts 270 
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Direct  Labor    40,980 

Indirect  Labor  7,250 

Heat  &  Light  2,490 

Power    3,78o 

Repairs  to  Machinery 2,650 

Supplies,  Oil  &  Waste  (Purchased) 814 

Insurance  on  Building   144 

Insurance  on  Machinery 390 

Insurance  on  Material  450 

Liability  Insurance   328 

Superintendence   2,150 

Manufacturing  Office  Salaries   2,460 

Taxes  240 

Truckage   Expense    1,167 

Shipping  Expense   780 

Sales  Office  Expense 1,900 

Traveling  Salesmen's  Salaries   20,500 

Traveling  Salesmen's  Expense 2,050 

Advertising   4,250 

Postage  &  Stationery  1,860 

General  Office  Salaries    3,ooo 

General  Office  Expense   800 

Capital  Stock   150,000 

Surplus    34»3°5 


$744,173       '$744.^73 

Inventories  and  Adjustments,  Dec.  31,  are  as  follows: 

Goods  in  process $27,720 

Raw  Materials    70,000 

Supplies,  oil  and  waste  132 

Finished  goods   19,900 

Small  tools    2,530 

Interest  accrued  on  mortgage  payable 1,200 

Payroll  accrued — direct  labor    1,650 

Payroll   accrued — indirect   labor 230 
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Reserve  for  estimated  loss  on  bad  debts. . . .  2,011 

Interest  accrued  on  notes  payable 244 

Accrued  interest  on  notes  receivable 25 

Unexpired  insurance: 

on  building 12 

on  machinery 195 

on  materials 225 

liability  insurance 164 

Depreciation  of  factory  building,  warehouses  and  office 
equipment  is  estimated  at  the  rate  of  4%  per  annum ;  machinery 
is  depreciated  at  a  10%  rate. 

A  semi-annual  dividend  of  4  per  cent  is  declared  on  capital 
stock. 

Prepare  a  ten-column  statement  (Form  E). 

25- 

Prepare  a  ten-column  statement  (Form  E)  from  the  follow- 
ing trial  balance  and  inventories. 

Trial  Balance         Inventory 

Land  Property   $  17,000                      $  18,000 

Warehouse   10,100                            9,800 

Store   Building    22,700                            21,900 

Notes  Receivable    8,400    $     5,800          2,600 

Warehouse  Equipment    700                                650 

Store  and  Office  Fixtures 3,6oo             400          3,100 

Notes  Payable 5,ooo        25,000 

Accounts  Payable  1 1,900        22,600 

Cash    18,200         13,900          4,300 

Delivery  Equipment   2,400                              2,200 

Wages  and  Salaries 8,900                      Cr.      200 

Fuel   800                               200 

Rebates  and  Allowances   1,200 

Sales   Discounts    1,600 

Western  Supply  Co 1,300         14,200 

The  Buckley  Co 2,200        38,500 
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Roggers  and  Wilson 2,200        40,600 

Purchase  Discounts   900 

Purchases  61,000 

Merchandise  Inventory   18,300                           38,500 

Delivery  Supplies  400                                100 

Advertising 250 

Miscellaneous  Expense   3,900 

Office   Supplies   650                               350 

Gross  Sales   82,400 

Freight  and  Express   950 

Accounts  Receivable    48,600        32,700         14,400 

Interest  Paid  1,100                                700 

Interest  Received   240               40 

Insurance    2,400                             1,700 

Rent    1,050             500 

Taxes    600                     Cr.      300 

Damage  Claims 2,700 

Agency  Contracts  21,640                          21,640 


$279,490    $279,490 


THE  DETERMINATION  OF  NET  REVENUE 

i. 

Define  net  revenue  and  discuss  the  importance  of  this  figure. 

2. 

Explain  the  distinction  between  the  economist's  "cost  of  pro- 
duction" and  "expense"  as  this  term  is  used  in  accounting. 

3- 

Explain  the  necessity  for  emphasis  upon  the  integrity  of  the 
fiscal  period  in  the  modern  business  organization : 

(a)  from  the  standpoint  of  the  owners  or  investors; 

(b)  from  the  standpoint  of  the  managers  and  other  operat- 
ing officials. 

4- 

Show  that  the  concept  of  net  revenue  in  its  economic  signifi- 
cance varies  widely  with  different  types  of  organization  and  with 
the  special  circumstances  surrounding  individual  enterprises. 

5- 

H.  A.  Jones  owns  and  operates  a  small  store.  He  hires 
practically  no  help  except  a  delivery  boy.  His  Expense  and 
Revenue  account  for  the  year  1915  shows  a  credit  balance  of 
$2,500.  Interest  charges  and  other  deductions  amount  to  $150. 
During  1916  Jones  is  forced  to  absent  himself  from  the  business 
entirely  because  of  illness.  He  hires  a  man  to  run  the  store,  paying 
him  a  salary  of  $1,200.  The  balance  of  the  Expense  and  Revenue 
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account  at  the  close  of  the  year  is  $1,600.    Interest  charges  and 
other  deductions  amount  to  $125. 

Was  the  business  less  profitable  in  1916  than  in  the  pre- 
ceding year  ?  Explain  fully. 

6. 

In  the  early  days  of  a  certain  railroad  company  it  is  said 
that  the  president  of  the  road  simply  inquired  as  to  the  bank 
balance  in  deciding  whether  or  not  to  pay  a  dividend.  Discuss  the 
propriety  of  such  procedure. 

7.  j 

The  year's  expense  and  revenue  statement  for  a  corporation 
show  a  net  revenue  of  $75,000.  This  compares  favorably  with 
the  showing  of  previous  years.  Interest  requirements  total  $25,- 
ooo.  The  capital  stock  amounts  to  $500,000;  and  a  7%  dividend 
has  been  customary.  Owing  to  unusually  heavy  outlays  for  sup- 
plies and  to  late  collections  the  cash  balance  is  very  low,  amounting 
to  only  $20,000.  How  is  the  company  to  meet  its  interest  charges  ? 
Should  the  dividend  be  foregone  until  a  more  favorable  showing 
of  cash  is  attained?  Answer  the  last  question  assuming:  (a) 
that  the  stock  of  the  corporation  is  closely  held  by  a  few  wealthy 
men;  and  (b)  that  the  stock  is  largely  held  in  small  lots,  the 
owners  of  which  depend  in  many  cases  upon  the  usual  dividend 
to  meet  current  obligations. 

8. 

Contrast:  (a)  revenue '-and  receipts;  (b)  expense  and  ex- 
penditures. 

9. 

The  treasurer  of  an  electric  light  and  power  company  pre- 
sents the  following  statement  of  receipts  and  disbursements : 

Receipts 
Cash  on  hand  Jan.  I,  1915. . .  $11,600 

Residence  Lighting   $24,500 

Street   Lighting    13,200 

New   Mortgage    30,000 
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Notes  Payable    15,000 

Shop  Lighting   8,700 

Power  Sales  39,200 

Water  Rights  Rentals 2,100 

Miscellaneous    1,500 


Total  Receipts  for  the 

Year  $134,200 


$145,800 

Disbursements 

Materials  and  Supplies    . . .  .$  7,200 

Line   Extensions    12,600 

New  Dynamos  and  Equipment  18,200 

Wages  and  Salaries 20,500  <- 

Interest  on   Mortgages   and 

Notes    5,7oo  +- 

Notes  Payable   5,ooo 

Dividends   18,000 

Repairs  and   Maintenance...    12,500**^ 

Taxes    1,500  *- 

Improvements  to  Power  Sta- 
tion      16,700 

Office  and  General  Expense ..    12,300*- 
Miscellaneous  Expense 1,600  •" 


Total  Disbursements  for 

the  Year $131,800 


Cash  on  hand  Dec.  31,  1915 $  14,000 

Prepare  statements  of  expense  and  revenue  and  net  revenue 
from  the  above  report.  In  just  what  respects  do  the  statements 
you  have  prepared  fail  to  represent  the  actual  situation?  Use 
FormC. 
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At  the  end  of  the  fiscal  period,  what  general  considerations 
should  determine  whether  an  outlay  should  be  carried  to  the 
balance  sheet  or  to  the  expense  and  revenue  statement? 

ii. 

A  certain  corporation  has  uninsured  property  destroyed  by 
fire  amounting  to  $15,000.  There  are  three  possible  ways  of 
treating  this  item  in  the  accounts  and  statements,  each  of  which 
can  be  defended  under  certain  circumstances.  State  the  three 
alternatives  and  explain  the  circumstances  which  would  justify 
each  procedure. 

If  the  above  loss  occurred  during  the  construction  period  a 
fourth  procedure  might  conceivably  be  allowed.  Explain. 

12. 

A  corporation  has  loaned  $50,000  to  one  of  the  directors 
who  is  also  treasurer  of  the  company.  Upon  the  death  of  this 
officer  it  is  discovered  that  his  estate  is  bankrupt,  and  that  there 
are  shortages  in  certain  sinking  funds  amounting  to  $25,000. 
Assuming  that  the  treasurer's  estate  amounts  to  but  10%  of  all 
claims,  state  how  you  would  recommend  that  this  matter  be 
dealt  with  on  the  books  of  the  corporation.  (Give  journal  en- 
tries). 

"It  is  unjust  to  the  stockholders  to  burden  the  revenue  of 
succeeding  years  with  charges  covering  outlays  the  benefit  from 
which  is  entirely  exhausted  in  the  current  or  preceding  ac- 
counting periods."  Discuss. 

14. 

(a)  During  the  month  of  May  an  amusement  company 
sells  season  tickets  amounting  to  $4,500.  In  the  same  month 
these  tickets  are  cancelled  to  the  amount  of  but  $1,500.  •  In 
preparing  an  expense  and  revenue  statement  |for  May,  how 
should  this  situation  be  handled? 
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(b)  Suppose  that  the  expenses  of  the  above  company 
are  nearly  constant  month  by  month,  while  revenue  is  large 
in  the  summer  months  and  dwindles  decidedly  in  the  winter  sea- 
son. In  May  1914  for  example,  revenue  totals  $6,500,  while  in 
November  of  that  year  earnings  amount  to  but  $2,100.  In  this 
case  is  the  month  a  significant  accounting  period? 

15- 

I  *\» 

The  A  Insurance  Co.  begins  business  in  1917.     During  the 

year  policies  are  issued  for  3-year  periods.  Premiums  are  re- 
ceived amounting  to  $300,000.  The  following  entries  (in  sum- 
mary form)  are  made :  % 

Cash    $300,000 

Revenue    $300,000 

Criticize. 

16. 

It  is  often  urged  that  interest  on  the  proprietor's  capital 
should  be  charged  as  a  cost  in  determining  a  significant  net 
revenue  figure  for  comparative  purposes.  Show  by  illustra- 
tive entries  that  the  total  net  revenue  figure  is  not  altered  by 
this  procedure. 

17. 

"The  cost  of  stripping  overburden  in  the  case  of  mining 
properties  requires  unusually  heavy  expenditures  for  one  or 
two  years  and  hence  should  not  be  entirely  charged  to  expense  in 
the  periods  in  which  the  outlay  actually  occurs  but  should  be 
distributed  evenly  over  several  succeeding  periods;  similarly 
unusual  losses  caused  by  technical  improvements,  accidents,  etc., 
should  be  distributed  over  several  expense  and  revenue  state- 
ments." 

Why  should  expenditures  for  stripping,  insurance  prem- 
iums, long-term  leases,  etc.,  be  distributed  over  the  statements 
of  several  fiscal  periods?  Is  there  any  relation  between  such 
expenditures  and  losses  caused  by  accidents  and  invention? 
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18. 

A  certain  mine  has  a  probable  life  of  30  years.  During  this 
period  dividends  of  $12  per  year  per  share  are  reasonably  as- 
sured. The  capitalization  is  100,000  shares.  On  a  6%  basis 
what  is  the  value  of  the  mine?  Apportion  the  first  two  dividends 
between  replacement  and  net  revenue. 

Give  the  entries:  (a)  On  the  books  of  the  mining  corpora- 
tion; (b)  on  the  books  of  the  holder  of  20  shares. 

(3 

The  management  of  a  railroad  company  decides  to  eliminate 
a  double  curve  from  its  line,  in  order  to  better  train  time,  reduce 
fuel  and  other  expenses  and  insure  the  safety  of  passengers.  It 
is  necessary  to  cut  a  roadbed  through  high  ground  and  lay  two 
miles  of  new  track.  The  total  cost  of  the  new  line  is  $195,000. 
The  book  value  of  the  old  right-of-way  and  track  is  $75,000. 
This  figure  represents  cost;  the  amount  credited  to  depreciation 
reserves  applicable  to  this  part  of  the  property  is  $15,000.  The 
company  realizes  $1,500  through  the  sale  of  the  right-of-way  of 
the  abandoned  line,  and  recovers  rails,  ties  and  other  property 
with  an  estimated  value  of  $12,500. 

The  corporation  bookkeeper  makes  entries  (in  summary 
form)  as  follows : 

New  Property  $195,000 

Cash  (or  equivalent)    $195,000, 

and, 

Cash    $     1,500 

Salvage    12,500 

Old  Property $  14,000. 

Discuss  the  propriety  of  this  accounting  procedure. 

20. 

A  railroad  company  replaces  a  wooden  bridge  which  cost 
$15,000  (and  is  carried  in  the  accounts  at  that  figure)  with  a 
concrete  structure  involving  an  expenditure  of  $12,500.  The  new 
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bridge  is  much  more  substantial  than  the  old,  being  capable  of 
carrying  a  25%  greater  load;  and  it  is  also  more  durable.  Give 
entries  showing  how  this  situation  should  be  handled  in  the  ac- 
counts. 

Suppose  the  new  bridge  cost  $17,500  and  had  exactly  the 
same  physical  efficiency  as  the  old,  what  entries  should  be 
made  ?  Assuming  the  new  bridge  is  less  substantial  and  durable 
than  the  old  and  costs  $20,000,  what  are  the  entries? 

Draw  a  general  conclusion. 

21. 

The  following  represents  in  summary  form  a  corporation's 
balance  sheet: 

Plant  and  Equipment. $175 ,000      Capital  Stock $200,000 

Current  Assets 1 15,000      Income  Bonds,  6% ...     50,000 

Profit  and  Loss 15,000      Other  Liabilities   35,ooo 

Reserves    20,000 

$305,000  $305,000 

What  is  proprietorship  as  shown  by  this  statement? 

The  management,  acting  in  the  interest  of  the  common  stock- 
holders, has  adopted  an  ultra-conservative  policy  in  accounting. 
In  the  four  years  the  company  has  been  operating  a  deficit  of 
$15,000  has  been  accumulated,  and  no  dividends  have  been  paid 
to  the  stockholders  nor  interest  to  the  bondholders.  During  this 
period  patents  originally  carried  at  $25,000  have  been  charged  to 
expense.  Gross  revenues  are  increasing  and  a  reasonable  esti- 
mate as  to  the  present  value  of  the  patent  rights  is  $15,000.  The 
original  book  value  should  have  been  $20,000.  Machinery  which 
cost  $12,000  has  been  replaced  with  new  machinery  requiring 
an  outlay  of  $18,000.  No  allowance  was  made  on  the  books  for 
this  improvement.  Depreciation  charges  on  equipment  have  been 
excessive  by  $8,000.  Reserve  for  Bad  Debts  stands  at  $5,000. 
This  is  $2,000  in  excess  of  a  liberal  estimate  of  the  worthless 
accounts.  Depreciation  of  buildings  has  been  overstated,  $2,500. 

If  the  accounting  procedure  had  been  strictly  accurate  how 
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would  the  above  balance  sheet  be  modified  and  what  would  be 
the  amount  of  proprietorship  to-date  (assuming  four  years  of 
operation)  ? 

22. 

While  repairing  the  snow  fences  along  an  electric  railway  the 
repair  gangs,  in  addition  to  replacing  any  worn  parts,  drive  extra 
nails  and  use  new  lumber  for  strengthening  particularly  trouble- 
some stretches,  which  cost  $175.  Should  this  amount  be  consider- 
ed an  improvement  and  consequently  be  charged  to  capital  ? 

23. 

Explain  what  is  meant  by  a  "secret  reserve."  Is  any  ac- 
counting practice  which  is  known  to  lead  to  such  reserves  just- 
ified? Show  that  the  interests  of  certain  classes  of  security- 
holders  may  be  jeopardized  by  such  practices. 

24. 

Define  the  terms  appreciation  and  depreciation. 

25- 

The  expense  and  revenue  statement  for  a  certain  firm  shows 
a  credit  balance  of  $113,700.  An  appraisal  shows  that  real  estate 
has  appreciated  $25,000  above  book  value.  Give  entries  record- 
ing this  item  of  appreciation,  assuming:  (a)  that  the  increase  in 
value  has  occurred  during  the  current  year ;  (b)  that  the  apprecia- 
tion has  occurred  during  five  years.  What  it  total  net  revenue 
for  the  year,  assuming  the  increase  in  real  estate  values  is  a  cur- 
rent change?  Could  a  cash  dividend  or  interest  appropriation  be 
made  covering  this  entire  amount? 

26. 

Distinguish  between  total  net  revenue,  and  net  revenue  from 
operation.  Show  by  illustration  that  it  may  be  a  difficult  matter 
to  determine  the  exact  amount  of  net  revenue  which  is  the  signifi- 
cant figure  for  comparative  purposes. 
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27. 

During  the  year  1914,  A  is  general  manager  for  the  B  cor- 
poration. The  slow  business  of  that  year  makes  the  operating 
sheet  an  unsatisfactory  one  although  A  has  directed  the  affairs  of 
the  corporation  very  efficiently.  A  foresees  an  improved  business 
situation  in  1915  and  has  taken  advantage  of  the  prevailing  low 
prices  to  stock  up  on  raw  materials  and  supplies  in  the  fall  of 

1914.  Total  net  revenue  for  the  year  amounts  to  $1,475,000.    In 

1915.  B  succeeds  A  as  general  manager.    Business  booms,  prices 
advance  rapidly  and  net  revenue  for  the  year  totals  $2,700,000. 
If,  however,  all  raw  materials  had  been  purchased  at  prevailing 
1915  prices,  net  revenue  would  have  amounted  to  but  $2,200,000. 
What  may  we  term  this  additional  half-million  of  profit?     Can 
the  net  revenues  of  the  two  years  be  used  for  comparative  pur- 
poses as  a  test  for  efficiency? 


XI 


PROPRIETORSHIP— SINGLE  PROPRIETORS'  AND 
PARTNERS'  ACCOUNTS 


Define  the  term  equities.  State  the  economic  basis  on  which 
the  equities  in  the  business  enterprise  are  classified  into  pro- 
prietorship and  outside  liabilities. 

2. 

Discuss  each  of  the  following  statements : 

(a)  Proprietorship  is  elastic;  the  liabilities  are  rigid. 

(b)  Proprietorship  acts  as  a  buffer  for  all  other  equities. 

(c)  The  failure  of  an  enterprise  to  pay  a  return  to  the  pro- 
prietor can  never  force  a  firm  into  bankruptcy,  while  a  default  of 
interest  or  principal  on  the  liabilities  proper  means  bankruptcy. 

(d)  Proprietorship  is  permanent;  other  equities  are  termin- 
able. 

(e)  Proprietorship  is  residual;  the  liabilities  are  contractual. 

(f)  The  proprietor  is  the  owner;  the  liabilities  represent 
creditors. 

3- 

Describe  and  illustrate  the  proprietary  accounts  in  the  single- 
proprietor  enterprise. 

4- 
(Form  B) 

Journalize  the  following  transactions,  using  drawing  and 
investment  accounts: 

(a)  A.  Jackson,  proprietor,  invests  $5,000  in  cash  in  a 
grocery  enterprise. 
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(b)  Jackson  withdraws  $100  for  personal  use. 

(c)  The  net  revenue  for  a  month,  $200,  is  transferred  to 
Jackson's  account. 

(d)  The  net  revenue  above  mentioned  is  withdrawn  by  the 
proprietor. 

(e)  Jackson  decides  to  enlarge  the  business  and  reinvests 
the  above  withdrawals    ((b)   and    (d))    and    $500    additional 
capital. 

(f)  A  fire  in  the  freight  depot  destroys  merchandise  con- 
signed to  Jackson  valued  at  $1,200.    Jackson  has  already  acknow- 
ledged receipt  of  these  goods.    He  sues  the  railroad  company  and 
finally  is  awarded  $1,000  in  damages;  his  expenses  during  the 
suit  are  $300. 

5- 

A,  the  proprietor  of  a  small  business,  allows  himself  a  salary 
of  $150  per  month.  How  is  this  fact  to  be  recognized  in  the 
accounts  (a)  assuming  A  actually  withdraws  in  cash  the  amount 
of  his  salary,  and  (b)  that  no  withdrawals  are  made?  Explain 
carefully  the  significance  of  such  proprietary  transactions. 

6. 

J.  L.  Crandall  is  the  proprietor  of  a  shoe  store.  You  are 
thinking  of  buying  the  enterprise.  The  following  statement  is 
handed  you,  June  31 : 

Inventory 

Stock  $32,000 

Furniture  and  Fixtures 4,500 

Notes  and  Accounts  Receivable  . .     6,000 

Miscellaneous  Assets  2,200 

Notes  and  Accounts  Payable 6,700 

Other  Liabilities   300 

Supposing  this  statement  to  represent  the  condition  of  affairs 
to-date  (and  assuming  the  firm  to  be  a  going  concern),  how 
much  are  you  willing  to  pay  Crandell  for  the  enterprise?  What 
is  the  amount  of  proprietorship? 
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What  are  the  advantages  of  keeping  proprietorship  accounts 
and  subsidiary  accounts  with  expense  and  revenue  items  even  in 
the  case  of  a  small  single-proprietor  enterprise?  If  specific  pro- 
prietorship accounts  are  not  kept  in  such  a  case  how  is  the  amount 
of  proprietorship  to  be  ascertained? 


The  balance  sheet  of  a  certain  firm  January  I,  1917,  appears 
as  follows: 

Assets  Liabilities 

Bldg.  and  Equipment.  .$11, 400     Proprietor,  Capital   ...$20,000 

Merchandise   17,800     Proprietor,  Personal  . .        220 

Notes  and  Accts.  Rec..     1,400     Notes  and  Accts.  Pay..   13,300 

Supplies 400 

Insurance    180 

Cash  2,340 

$33,520  $33.520 

On  July  i,  the  balance  sheet  of  the  same  firm  appears  as 
follows : 

Assets  Liabilities 

Bldg.  and  Equipment.  .$12,000  Proprietor,  Capital ....  $20,000 

Merchandise   21,500  Proprietor,   Personal...        540 

Notes  and  Accts.  Rec..        900  Notes  and  Accts.  Pay..   16,430 

Supplies 300 

Insurance 120 

Cash  2,150 

$36,970  $36,970 

Assuming  that  there  has  been  no  new  proprietary  investment 
during  the  six  months  and  no  withdrawals,  what  is  the  proprietary 
income  for  the  period?  Is  all  the  information  given  in  this 
problem  necessary  to  the  solution?  Explain. 
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9- 

State  the  essential  characteristics  of  a  partnership. 

10. 

Show  why  proprietorship  accounts  are  of  greater  importance 
where  several  partners  are  involved  than  in  the  sole-proprietor 
enterprise. 

ii. 
(Form  B) 

A  and  B  decide  to  begin  business  as  equal  partners.  Each 
invests  $5,000.  During  the  first  year  A  withdraws  $1,750  from 
the  enterprise.  B  withdraws  $500.  Net  proprietary  income  for 
the  year  amounts  to  $2,100.  This  income  is  divided  equally  be- 
tween the  partners.  During  the  second  year  A  withdraws  $1,400 ; 
B  makes  no  withdrawals.  Net  income  for  the  year  amounts  to 
$1,950.  This  income  is  divided  in  proportion  to  the  partners' 
investments  as  they  appear  just  before  the  division. 

Journalize  all  these  transactions  insofar  as  they  affect  the 
partners'  accounts,  and  prepare  an  exhibit  of  these  accounts  as 
they  appear  at  the  beginning  of  the  third  year's  business. 

12. 

C  and  D  form  a  partnership.  It  is  agreed  that  C  is  to  have 
active  control  of  the  operation  of  the  enterprise.  He  furnishes 
a  nominal  amount  of  capital,  $500,  and  agrees  to  devote  his  entire 
time  and  energy  to  the  business.  D  invests  $9,506.  According 
to  the  agreement  D  is  to  receive  10%  on  his  investment  annually 
(provided  this  amount  is  earned)  and  C  is  entitled  to  all  residual 
income.  The  balance  of  the  Expense  and  Revenue  account  at 
the  close  of  the  year  is  $3,050.  Interest  charges  and  other  de- 
ductions amount  to  $850.  This  leaves  a  proprietary  income  of 
22%.  D  withdraws  during  the  year  just  the  amount  of  his  in- 
come. C  withdraws  $1,400. 

Give  journal  entries  covering  these  transactions,  and  show 
the  partners'  accounts  as  they  would  appear  at  the  beginning  of 
the  second  year. 


SINGLE  PROPRIETORS  AND  PARTNERS  87 


The  balance  sheet  of  A,  a  single  proprietor  appears  as  fol- 
lows : 
Sundry  Assets  .........  $35,ooo    A,  Capital  ............  $35,ooo 

A  new  proprietor  B,  is  now  admitted  as  a  partner.  B  buys  a  half 
interest  in  the  firm,  paying  A  $15,000  and  contributing  cash  and 
other  property  to  the  business  to  the  amount  of  $15,000. 

Give  journal  entries  covering  these  transactions  on  the  books 
of  the  new  firm  and  prepare  the  first  balance  sheet  of  the  part- 
nership. 

14. 

Suppose  that  C  now  buys  A's  interest  in  the  partnership 
mentioned  above  (problem  13)  for  $32,000.  What  would  be  the 
entries  covering  this  transaction? 


A,  a  partner,  borrows  $12,000  from  the  firm  on  a  6%  note 
running  for  one  year,  interest  to  be  paid  semi-annually.  At  the 
end  of  six  month  A,  being  short  of  funds,  makes  an  arrangement 
with  the  other  partners  that  his  capital  account  be  charged  for 
the  amount  of  interest  due.  What  account  should  be  concur- 
rently credited?  At  the  end  of  the  year  a  similar  adjustment  is 
made  and  the  note  is  renewed.  Explain  fully  the  significance  of 
such  transactions.  Suppose  that  A  lost  the  borrowed  funds  spec- 
ulating, would  a  creditor  consider  his  position  in  any  way  dis- 
turbed ? 

16. 

L.  T.  Burman  and  George  Wisner  form  a  partnership,  Jan- 
uary i,  1916,  each  investing  $12,000.  Income  is  to  be  divided 
share  and  share  alike.  On  February  I,  Burman  becomes  financial- 
ly embarrassed  and  borrows  $5,000  from  the  firm,  giving  his  90- 
day  note  at  6%.  It  is  necessary  at  this  time  to  take  in  another 
partner,  H.  D.  Cumberland,  who  invests  $6,000.  The  articles 
of  co-partnership  are  amended  in  such  a  way  as  to  require  that 
each  partner  be  credited  at  the  close  of  the  current  year  with 
6%  interest  on  his  net  investment  from  February  I.  It  is  agreed 


88  PROBLEMS  AND  EXERCISES 

that  all  residual  income  shall  be  divided  in  proportion  to  the 
equities  of  the  partners  as  they  appear  at  the  end  of  each  year, 
before  any  distribution  of  income  has  been  made.  Each  suc- 
ceeding year  interest  is  to  be  credited  to  the  partners'  accounts 
for  the  entire  year  on  the  actual  investments. 

On  May  i,  Burman  takes  up  the  note  mentioned  above.  He 
does  not  pay  the  interest  in  cash,  but  an  agreement  is  made  that 
his  equity  account  is  to  be  charged  for  the  amount. 

During  the  year  Burman  makes  withdrawals  as  follows: 
March  15,  $250;  August  5,  $175;  December  31,  $450.  Wisner 
makes  no  withdrawals  whatever,  and  Cumberland  withdraws 
only  the  amount  of  net  income  accruing  to  him. 

Net  income  for  the  year  amounts  to  $3,750.  This  amount 
is  credited  to  the  partners'  accounts  in  accordance  with  the 
above  stipulations.  It  is  agreed  that  the  income  for  the  month  of 
January  shall  be  considered  as  one-twelfth  of  the  total. 

Journalize  all  the  above  transactions  in  so  far  as  the  partners' 
accounts  are  affected,  and  prepare  an  exhibit  of  these  accounts 
as  they  appear  January  i,  1917.  (Forms  B  and  C). 


The  balance  sheet  of  Pryor  Bros,  appears  as  follows: 

Equipment   ...........  $15,000  A.  B.  Pryor  ..........  $22,500 

Merchandise  .........   30,000  C.  D.  Pryor  ..........  20,000 

Receivables   ..........  25,000  Notes  Payable  ........  10,500 

Cash  ................        100  Mortgage   ............  20,000 

A.  B.  Pryor,  Drawing.  .        300 
C.  D.  Pryor,  Drawing.  .     2,600 

$73,000  $73,000 

The  partnership  is  forced  into  bankruptcy  by  a  failure  to  meet 
interest  charges.  The  holders  of  the  notes  and  mortgages  agree 
to  pay  $50,000  for  the  business  as  it  stands.  In  this  purchase 
the  merchandise  is  valued  at  $22,000,  receivables  at  $19,000,  and 
equipment  at  $8,900.  Asuming  that  profits  and  losses  are  shared 
equally  by  the  partners,  give  the  entries  necessary  to  close  the 
books  of  the  partnership.  (Form  B). 


XII 
CORPORATE  PROPRIETORSHIP— CAPITAL  STOCK 


State  the  essential  characteristics  of  corporate  proprietorship. 
Explain  the  legal  relationship  between  the  corporate  organization 
and  the  individual  shareholder.  Contrast  the  position  of  the  in- 
vestor in  this  form  of  organization  with  that  of  a  partner  in 
a  co-partnership. 

2. 

Show  that  if  the  possibilities  for  parcelling  the  functions  of 
ownership  made  possible  by  the  corporate  form  of  organization 
are  fully  utilized,  it  is  a  difficult  matter  to  determine  just  which 
securities  represent  proprietorship  and  which  represent  liabil- 
ities. 

3- 

Outline  the  procedure  for  organizing  a  corporation. 

4- 

The  following  represents  one  side  of  a  corporation  balance 
sheet : 

Capital  Stock  (Common)    $150,000 

Capital   Stock    (Preferred)    100,000 

First  Mortgage  Bonds 150,000 

Notes   Payable    25,000 

Accounts    Payable    72,000 

Other  Current  Liabilities 2,500 

Undivided  Profits 27,200 

$526,700 

What  is  the  amount  of  proprietorship  as  shown  by  this  state- 
ment? 


9o 
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5- 

On  January  i,  1916,  the  capital  stock  of  a  corporation  is 
$175,000;  surplus  is  $12,000;  mortgages  and  other  liabilities 
proper  amount  to  $40,000.  The  proprietary  income  during  the 
year  amounts  to  $25,000,  of  which  amount  $5,ooo  is  paid  in 
dividends.  What  is  the  excess  of  assets  over  outside  liabilities, 
December  31,  1916?  Prepare  a  balance  sheet  consistent  with  the 
information  given. 

6. 

Explain  why  complete  proprietorship  accounts  must  be  kept 
in  the  case  of  a  corporation  of  any  complexity.  What  are  the 
principal  situations  giving  rise  to  transactions  which  affect  the 
proprietary  accounts? 

7- 
(Forms  B  and  C) 

The  Harvey  and  Crowder  Company  is  a  partnership  engaged 
in  a  general  mercantile  business.  The  balance  sheet  on  January 
i,  1916,  appears  as  follows: 

Assets  Liabilities 

Real  Estate $26,000     L.  W.  Harvey $25,500 

Merchandise 79,200     John  Crowder   61,000 

Fixtures 4,60°     Mortgage 25,000 

Accounts  Receivable  . .     2,000     Notes  Payable   4>5°° 

Equipment 5,200     Accounts  Payable   12,350 

Misc.  Supplies  2,900     Accrued  Items 300 

Prepaid  Services 1,95° 

Cash  6,800 

$128,650  $128,650 

A  promoter,  anticipating  an  expansion  in  this  line  of  in- 
dustry, organizes  a  corporation  to  be  known  as  the  Michigan 
Mercantile  Company  for  the  purpose  of  taking  over  the  Harvey 
and  Crowder  Company.  The  authorized  capital  of  the  new 
company  is  $250,000,  consisting  of  1,750  shares  of  preferred,  par 
IOQ,  and  the  balance  of  common  stock  with  the  same  par  value. 
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One  share  of  common  stock  is  to  be  given  as  a  bonus  with  every 
5  shares  of  preferred  subscribed.  Harvey  subscribes  $30,000  in 
the  preferred  capital  stock  of  the  new  enterprise.  Crowder 
subscribes  for  preferred  stock  to  the  amount  of  $50,000.  Mis- 
cellaneous persons  subscribe  for  500  shares  preferred.  One  hun- 
dred shares  of  common  stock  are  sold  for  $10  per  share.  All  the 
above  subscriptions  are  paid.  Harvey  pays  his  subscription  in 
full  by  turning  over  his  equity  in  the  partnership.  Crowder 
secures  his  stock  at  the  same  rate  of  discount  as  does  Harvey  and 
receives  cash  for  the  balance  of  his  equity  in  the  old  company. 
The  liabilities  of  the  partnership  are  assumed  by  the  Michigan 
Mercantile  Company  as  they  stand,  and  all  the  assets  are  taken 
over. 

Prepare : 

(a)  Closing  entries  for  the  partnership. 

(b)  Opening  entries  for  the  corporation. 

(c)  A  balance  sheet  of  the  corporation  at  the  conclusion  of 
the  foregoing  transactions. 

8. 

( Forms  B  and  C) 

The  Barnes  brothers  own  and  operate  a  small  canning 
factory.  Attracted  by  the  high  prices  of  war  munitions  they  de- 
cide to  build  an  addition  to  the  factory  building,  remodel  the 
machinery  and  buy  some  new  equipment  in  order  to  enter  this 
field.  These  changes  will  require  about  $25,000  of  additional 
capital.  It  is  decided  to  reorganize  as  a  corporation  in  order  that 
the  business  may  be  more  conveniently  expanded.  The  balance 
sheet  of  the  partnership,  in  summary  form,  appears  as  follows: 

Assets  Liabilities 

Plant  and  Equipment.  .$45,000     H.  A.  Barnes $25,000 

Materials  and  Supplies  28,000     J.  W.  Barnes 35,ooo 

Cash  2,500     Accounts  Payable 18,200 

Other  Current  Assets. .    12,600     Notes  Payable 9,000 

Accrued  Items 900 

$88,100  $88,100 
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The  partnership  is  reorganized  as  a  corporation,  the  Barnes 
Manufacturing  Co.  Capital  Stock  is  authorized  to  the  amount  of 
$125,000.  The  entire  amount  is  subscribed  at  par.  The  partners 
receive  $76,000  in  stock;  their  equities  in  the  partnership  being 
considered  as  full  payment.  The  holders  of  the  partners'  notes 
to  the  full  amount  of  $9,000  are  induced  to  take  stock  in  the  new 
enterprise  for  the  same  amount.  A  steel  company  which  has 
an  open  account  against  the  partnership  for  $5,000  for  materials 
purchased  takes  stock  to  that  amount  in  full  settlement  of  the 
account.  The  other  subscriptions  are  all  paid  in  cash.  The 
liabilities  of  the  partnership  are  assumed  by  the  corporation,  and 
the  assets  taken  over. 

Prepare : 

(a)  Closing  entries  for  the  partnership. 

(b)  Opening  entries  for  the  corporation. 

(c)  The  balance  sheet  of  the  corporation  as  it  appears  after 
the  conclusion  of  the  foregoing  transactions. 

9- 

Explain  the  nature  of  each  of  the  following  items:  capital 
stock  authorized;  capital  stock  outstanding;  stock  subscribed; 
subscriptions;  donated  stock;  treasury  stock;  donated  surplus; 
discount  on  stock. 

10. 
( Forms  B  and  C) 

A  corporation  is  organized  to  exploit  a  mining  property. 
Authorized  capital  is  5,000  shares,  par  $100.  There  are  three 
original  incorporators  each  of  whom  subscribes  for  10  shares. 
These  subscriptions  are  paid  in  cash.  One  of  the  incorporators 
is  the  owner  of  mineral  lands  which  he  now  agrees  to  turn  over  to 
the  corporation  in  exchange  for  2,500  shares  of  stock.  This 
transaction  is  consummated.  Later  this  individual  donates  750 
shares  of  stock  to  the  company  to  be  sold  to  raise  working  capital. 
This  stock  is  sold  at  a  discount  of  30%. 

Give  journal  entries  covering  the  foregoing  transactions  and 
prepare  a  balance  sheet. 
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It, 

( Forms  B  and  C) 

E.  B.  Johnson  and  Son  operate  a  fish  farm.     The  firm's 
balance  sheet  December  31,  1916,  appears  as  follows: 

Assets  Liabilities 

Land $15,000     E.  B.  Johnson $15,000 

Buildings 9,000     D.  W.  Johnson 10,000 

Equipment 12,500     Mortgage 10,000 

Receivables 750     Accounts  Payable 2,950 

Supplies  . . . 500 

Cash  .  200 


$37,950  $37,950 

The  business  is  yielding  a  very  high  rate  of  return,  and  can 
fill  but  a  small  part  of  its  orders.  The  partners  estimate  that 
additional  equipment  to  cost  $15,000  will  make  possible  a  100% 
increase  in  output.  To  raise  this  capital  it  is  decided  to  organize 
as  a  corporation.  A  capital  of  $75,000  is  authorized.  The  part- 
ners agree  to  subscribe  for  200  shares  at  par  ($100),  and  to  pay 
these  subscriptions  in  cash,  provided  the  balance  of  the  stock  is 
sold  at  par  for  cash.  After  the  corporation  is  organized  the  part- 
ners turn  over  to  the  corporation  the  assets  of  the  partnership 
for  a  cash  consideration  of  $60,000.  The  corporation  is  to  as- 
sume the  outstanding  mortgage  but  the  partners  agree  to  retire  all 
open  accounts.  The  stock  is  sold  through  the  personal  solicitation 
of  the  partners,  and  the  corporation  is  organized  as  above  out- 
lined. In  their  selling  campaign  the  partners  predict  a  wonderful 
future  for  the  enterprise  because  of  the  uniqueness  of  the  in- 
dustry, the  advantageous  location  of  the  plant,  and  the  difficulties 
faced  by  competitors  because  of  the  peculiar  skill  required  for 
successful  operation.  The  stock  is  sold  for  the  most  part  in 
small  lots. 

(a)  Give  the  journal  entries  necessary  to  close  the  books 
of  the  partnership. 
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(b)  Give  the  opening  entries  for  the  corporation. 

(c)  Prepare  a  balance  sheet  for  the  corporation,  after  the 
conclusion  of  the  above  transactions. 

(d)  Criticize  the  agreement  made  between  the  partners  and 
the  corporation. 

12. 

(Forms  Band  C) 

A  corporation  is  organized  with  an  authorized  capital  stock 
of  $200,000,  par  $10.  Of  this  amount  $180,000  is  subscribed  and 
paid  at  a  10%  discount.  Subscriptions  to  the  amount  of  $100,000 
(par)  are  paid  by  turning  over  to  the  corporation  a  small  manu- 
facturing plant  ready  for  operation  ;  the  remaining  subscriptions 
are  paid  in  cash.  After  a  year's  operation  it  is  decided  to  re- 
organize in  order  to  secure  further  working  capital.  Holders  of 
10,000  shares  of  stock  are  induced  to  subscribe  at  par  for  $100,000 
of  newly  authorized  preferred  stock,  par  $100.  These  subscrip- 
tions are  paid  by  surrendering  the  old  stock  certificates  on  the 
basis  of  $9  per  share,  the  balance  being  paid  in  cash. 

First  mortgage  bonds  are  authorized,  $50,000,  and  are  sold 
at  par. 

Give  journal  entries  covering  the  above  transactions,  and 
prepare  a  balance  sheet  consistent  with  these  occurrences. 


(Forms  B  and  C) 

The  A.  and  B.  companies  are  competing  manufacturing  con- 
cerns.    It  is  decided  to  organize  an  enterprise  known  as  the 

A.  B.  Company  for  the  purpose  of  combining  the  interests  of  the 
two  companies.    The  A.  Co.  has  an  outstanding  capital  stock  of 
$250,000  (par  $100).    On  the  last  balance  sheet  of  this  company 
the   Surplus   account   showed  a  balance   of   $50,000.     Outside 
liabilities  totaled  $75,000.     The  B.  Co.  has  a  capital  stock  out- 
standing of  $300,000.     On  the  last  balance  sheet  the  Surplus 
appeared  at  $25,000.     Other  liabilities  totaled  $35,000.     The  A. 

B.  Company  has  an  authorized  capital  stock  of  $1,000,000.     Sub- 
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scriptions  at  par  amounting  to  $520,000  are  received.  The  sub- 
scriptions are  paid  as  follows:  (i)  stock  of  the  A.  Co.  to  the 
amount  of  $225,000  at  $120  per  share;  (2)  stock  of  the  B.  Co. 
to  the  amount  of  $250,000  at  par. 

Give  journal  entries  covering  these  transactions  on  the  books 
of  the  A.  B.  Company,  and  prepare  a  balance  sheet  showing  the 
status  of  the  holding  company  at  this  time. 


(Forms  B  and  C) 

Some  months  later  (continuing  problem  13)  further  sub- 
scriptions are  received  in  the  stock  of  the  A.  B.  Company  to  the 
amount  of  $250,000  at  par.  These  subscriptions  are  paid  as  fol- 
lows: (i)  stock  of  the  A.  Co.  to  the  amount  of  $25,000  at  $120 
per  share;  (2)  stock  of  the  B.  Co.  to  the  amount  of  $50,000  at 
par;  (3)  the  balance  in  cash.  The  A.  B.  assumes  all  the  outside 
liabilities  of  the  A.  Co.  (now  increased  by  $10,000  over  the  last 
balance  sheet  figures)  and  immediately  retires  outstanding  notes 
amounting  to  $25,000.  The  liabilities  of  the  B.  Co.  (now  de- 
creased by  $5,000)  are  assumed  by  the  new  corporation. 

All  the  stock  of  the  subsidiary  companies  having  been  pur- 
chased by  the  A.  B.  Co.  the  old  organizations  are  dissolved  and 
the  assets  are  taken  over.  The  assets  of  the  A.  Co.  appear  on  the 
books  of  that  company  as  follows:  Plant  and  Machinery, 
$250,000;  Receivables,  $80,000;  Supplies,  $20,000;  Cash,  $5,000; 
Patents,  $35,000.  The  Surplus  account  now  shows  a  balance  of 
$55,000.  These  assets  are  all  taken  over  at  their  book  vafue. 
The  balance  sheet  of  the  B.  Co.  at  this  time  shows  assets  as  fol- 
lows: Real  Estate,  $65,000;  Machinery  and  Tools,  $150,000; 
Materials  and  Supplies,  $30,000;  Receivables,  $70,000;  Patents, 
$30,000  ;  Cash,  $20,000.  The  Surplus  account  at  this  time  shows 
an  increase  of  $10,000.  All  the  assets  of  the  B.  Co.  are  taken  over 
at  book  value  with  the  exception  of  the  patents  which  are  entered 
on  the  books  of  the  A.  B.  Co.  at  a  value  of  $5,000. 
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Prepare : 

(a)  An  exhibit  of  the  balance  sheets  of  the  subsidiary  com- 
panies at  the  moment  of  the  final  merger. 

(b)  Closing  entries  for  the  A.  B.  and  B.  Co.'s. 

(c)  The  opening  entries  on  the  books  of  the  A.  B.  Co. 

(d)  The  balance  sheet  of  the  A.  B.  Co.  at  the  conclusion  of 
the  above. 

15- 

Explain  the  function  of  each  of  the  following  books:  sub- 
scription ledger,  installment  book,  stock  ledger,  stock  certificate 
book,  stock  journal.  Are  these  books  essential  to  the  financial 
records  of  every  corporation? 


XIII 

CORPORATE  PROPRIETORSHIP— SURPLUS 
ACCOUNTS 


Define  the  terms  surplus  and  deficit  and  explain  the  origin 
of  these  items  on  the  balance  sheet.  Distinguish  between  capital 
surplus  or  deficit  and  accumulated  profit  or  loss. 


What  conditions  in  practice  usually  give  rise  to  capital  sur- 
plus and  deficit?  Describe  the  correct  accounting  treatment  of 
such  items. 

3- 

The  Superior  and  Western  Copper  Company  organizes  with 
an  authorized  capital  of  $2,000,000,  all  in  common  stock.  The 
holders  of  this  stock  have  invested  cash,  or  assets  equivalent  to 
cash,  amounting  to  $1,500,000.  Give  journal  entries  covering 
the  organization  transactions,  and  show  the  balance  sheet  as  it 
would  appear  after  these  transactions  are  recorded. 

4- 

The  Lapeer  Merchants  Bank  organizes.  Its  authorized  capi- 
tal amounts  to  $200,000,  divided  into  2,000  shares  of  common 
stock.  This  stock  is  all  subscribed  at  120.  The  subscriptions  are 
paid.  Journalize  on  the  books  of  the  corporation.  What  is  the 
significance  of  the  premium  on  stock  item  and  account? 

John  Borlan  buys  20  shares  of  this  stock  at  120.  Give  the 
entries  covering  this  transaction  on  his  books.  Discuss  the  ac- 
counting procedure  for  this  case. 
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5- 

A  company's  balance  sheet  stands  as  follows : 

Assets  Liabilities 

Plant  &  Equipment. $1,500,000  Capital   Stock    $1,600,000 

Other  Assets 200,000  Bonds  200,000 

Discount  on  Stock. .      250,000  Surplus   150,000 

$1,950,000  $1,950,000 

An  auditing  accountant  recommends  that  discount  on  stock 
to  the  amount  of  $150,000  be  charged  against  surplus,  arguing 
that  a  company  cannot  show  a  deficit  and  a  surplus  at  the  same 
time.  Give  your  opinion. 

6. 

A  certain  company  paid  cash  dividends  from  its  stock  prem- 
iums. Explain  just  what  this  means  and  criticize. 


The  assets  of  a  company  are  as  follows :  Buildings,  $42,600 ; 
Real  Estate,  $16,500;  Merchandise,  $31,800;  Notes  and  Accounts 
Receivable,  $10,200;  Other  Assets,  $3,000.  The  equities  are  as 
follows :  Capital  Stock,  $50,000 ;  Mortgages,  $20,000 ;  Notes  and 
Accounts  Payable,  $10,970;  Miscellaneous  Liabilities,  $200.  The 
stock  was  issued  at  par.  Construct  a  balance  sheet. 


On  December  31,  1912,  the  balance  sheet  of  the  Goodwell 
Rubber  Company  appears  as  follows : 

Property    $560,000      Capital  Stock $450,000 

Discount  on  Stock...    110,000      Bonds  and  Other 

Liabilities    .      220,000 


$670,000  $670,000 
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On  December  31,  1914,  the  company's  balance  sheet,  in  sum- 
mary form,  is  as  follows: 

Property   $690,000      Capital  Stock $450,000 

Liabilities    210,000 

Undivided  Profits   .  . .     30,000 

$690,000  $690,000 

Discuss  the  disappearance  of  the  item,  discount  on  stock. 
Give  the  probable  entries  disposing  of  this  account. 

9- 

Illustrate  the  entries  disposing  of  net  revenue  or  net  loss  in 
the  case  of:  (i)  a  single-proprietor  enterprise;  (2)  a  partner- 
ship; and  (3)  a  corporation. 

10. 

The  following  represents  one  side  of  a  corporation's  balance 
sheet  on  December  31,  1915: 

Capital  Stock $280,000 

Bonds    165,000 

Notes  and  Accounts  Payable 220,000 

Other  Current  Liabilities 12,600 

$677,600 

The  assets  total  $649,400.  Stock  and  bonds  were  sold  at 
par.  The  Expense  and  Revenue  account  December  31,  1916, 
shows  a  credit  balance  of  $3,500.  Interest  requirements  amount 
to  $9,300.  Assuming  these  charges  are  all  met,  journalize.  Pre- 
pare a  balance  sheet  as  at  December  31,  1916. 

ii. 

The  expense  and  revenue  statement  of  the  Borden  Realty 
Company  shows  a  net  revenue  of  $10,000.  The  directors  order 
this  entire  amount  transferred  to  surplus.  A  dividend  of  $5,000 
is  appropriated.  This  dividend  is  paid.  Journalize. 
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12. 

The  balance  sheet  of  a  corporation  shows  the  following 
figures  in  the  right-hand  column  : 

Capital  Stock   ...............  $2,500,000 

Bonded  Debt    ...............      800,000 

Notes  Payable  ...............        50,000 

Current  Liabilities   ...........        67,000 

Surplus    ....................      200,000 

$3,617,000 

The  directors  declare  a  stock  dividend  of  $125,000,  a  cash 
dividend  of  $40,000,  and  make  an  appropriation  to  Sinking  Fund 
Reserve  of  $50,000.  Give  entries.  Have  you  any  criticism  to 
pass  on  this  action? 

13- 

Explain  the  use  of  a  surplus  or  undivided  profits  account  to 
stabilize  dividends. 

14. 

Argue  that  a  dividend  payable  balance  is  a  liability  and  at  the 
same  time  an  item  of  proprietorship. 

15- 

What  are  the  practical  reasons  for  the  issue  of  stock  divid- 
ends? 

16. 

A  bond  issue  of  the  Zenith  Manufacturing  Company  carries 
a  provision  in  the  bond  contract  requiring  an  appropriation  from 
income  to  Sinking  Fund  Reserve  each  year  of  $5,000.  Give  illus- 
trative entry.  The  directors  of  the  Z.  Co.  decide  of  their  own 
volition  to  set  aside  a  fund  of  liquid  assets  each  year  of  the  same 
amount.  Give  illustrative  entry. 

Which  action  protects  the  bondholder  most  fully?     Why? 


You   find  the   following  open   accounts   on   a   corporation 
ledger  : 
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Undivided  Profits  ...............  59,ooo 

Sinking  Fund  Assets  ...........    10,000 

Sinking  Fund  Reserve  ..........    10,000 

Classify  these  balances  (as  debit  or  credit)  and  explain  the 
significance  of  each  account. 

18. 

The  X.  Co.  issues  2o-yr.  bonds  at  par,  $1,000,000.  The  sink- 
ing fund  provision  obtains  both  as  to  a  fund  and  income.  Each 
year  an  appropriation  of  $50,000  is  made.  At  the  end  of  20  years 
the  bonds  are  retired.  Give  balance  sheet  in  summary  form  at 
beginning  and  end  of  the  2O-year  period;  and  give  the  journal 
entries  covering  one  year's  appropriations  and  the  retirement  of 
the  bonds. 


The  right-hand  side  of  a  corporation  balance  sheet  appears 
as  follows: 

Capital  Stock   ...............  $1,000,000 

Bonds   ......................  500,000 

Reserve  for  Contingencies  .....  10,000 

Notes  and  Accounts  Payable  .  .  .  270,000 

Sinking  Fund  Reserve   .......  125,000 

Surplus  .....................  1  10,000 

Reserve  for  Improvements  ----  60,000 

Dividends  Payable  ...........  20,000 

Accrued  Liabilities    ..........  26,000 

$2,121,000 

What  is  the  stockholder's  equity  as  shown  by  this  statement  ? 
Give  the  argument  for  and  against  considering  the  dividend  item 
as  part  of  proprietorship. 

20. 

The  officers  of  a  small  corporation  have  never  charged  their 
salaries  to  expense,  but  the  excess-profit  tax  induces  them  to 
adopt  this  procedure.  There  are  three  officers:  president,  secre- 
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tary-treasurer,  and  general  manager.  These  same  officers  also 
own  the  entire  capital  stock  of  the  corporation.  Salaries  are 
charged  to  expense  as  follows:  president,  $1,000;  secretary- 
treasurer,  $1,500;  general  manager,  $2,500.  None  of  these 
amounts  are  withdrawn  in  cash,  however,  as  the  stockholders 
prefer  to  leave  the  money  in  the  business.  Explain  a  method  of 
recording  this  situation  in  the  accounts,  giving  journal  entries. 

21. 

Explain  fully  the  significance  of  a  stock  dividend.  After 
the  issue  of  a  stock  dividend  what  would  you  expect  to  happen  to 
the  market  price  of  the  stock?  How  is  total  proprietorship  af- 
fected by  such  a  dividend?  How  is  total  proprietorship  affected 
by  the  payment  of  a  cash  dividend? 

22. 

An  officer  of  a  corporation  misappropriated  $15,000  in  cash. 
Three  years  later  he  returns  the  stolen  funds  with  simple  interest 
at  6%.  Journalize. 

23- 

A  railroad  corporation  with  a  surplus  of  $140,000  is  obliged 
to  pay  back  taxes  amounting  to  $37,000.  Give  journal  entries  on 
the  corporation's  books. 

24. 

A  certain  corporation  has  a  cash  balance  of  $12,000;  the 
surplus  account  shows  a  credit  balance  of  $75,000.  The  manage- 
ment decides  to  make  extensive  improvements  on  the  plant  calling 
for  an  immediate  cash  outlay  of  $50,000.  At  a  meeting  of  the 
directors  called  to  consider  the  project  the  general  manager  asks 
the  board  to  approve  a  plan  for  borrowing  $45,000  on  short-term 
paper.  One  director  suggests  that  it  would  be  good  policy  to  use 
the  surplus  for  making  the  necessary  extensions,  and  thus  avoid 
borrowing.  Explain  to  this  director  the  fallacy  of  his  suggestion. 


XIV 
THE  LIABILITIES 


Explain  the  distinction  between  funded  debt  and  floating 
indebtedness.  Why  is  it  important  to  maintain  this  classification 
in  the  accounts? 

2. 

"Any  single  account  payable  represents  a  debtor-creditor  re- 
lationship rather  than  an  equity  in  the  generally  accepted  sense. 
On  the  other  hand  the  total  accounts  payable  item  on  the  balance 
sheet  represents  a  considerable  part  of  the  company's  capitaliza- 
tion and  therefore  constitutes  a  significant  equity."  Explain  the 
apparent  contradiction  in  the  preceding  two  sentences. 

3- 

Explain  the  commercial  distinction  between  promissory  notes 
and  accounts  payable.  Is  there  a  legal  distinction? 

4- 

Draw  up  a  list  of  the  different  types  of  commercial  paper 
which  are  commonly  recorded  in  the  accounts  as  notes  payable. 
Describe  the  legal  form  of  each  type. 

5- 

What  is  meant  by  an  accrued  liability?  Give  an  illustration 
showing  the  journal  entries  which  are  made  at  the  time  an  accrued 
liability  is  recognized  in  the;  accounts. 

6. 

It  may  be  urged  that  the  laborer  assumes  a  part  of  the  capital 
burden  in  the  business  enterprise.  Explain  why  this  is  true  and 
how  his  investment  is  recognized  on  the  books. 
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7- 
Define  deferred  liabilities  and  give  a  concrete  example. 

8. 

State  what  is  meant  by  a  contingent  liability  and  show  how 
the  same  may  be  treated  in  the  accounts  and  in  the  financial  re- 
ports. 

9- 

What  is  the  essential  difference  in  the  position  of  a  mortgage- 
holder  from  that  of  a  noteholder  in  a  business  enterprise? 

10. 

"The  bondholder  in  a  corporation  must  be  thought  of  as  an 
owner  and  not  merely  as  a  creditor."  Explain  why  from  the 
nature  of  the  bond  contract  the  bondholder  should  be  viewed  in 
this  light. 

ii. 

Look  up  the  balance  sheet  of  some  large  corporation  and 
note  the  different  classes  of  bonds  outstanding.  (Moody's  Man- 
ual of  Corporation  Securities  furnishes  an  abundance  of  mate- 
rial for  this  purpose). 

12. 

Draw  up  as  complete  a  list  of  different  types  of  bonds  as 
possible  arranged  in  order  of  priority  to  income  and  assets. 

IS- 

Why  are  income  bonds  usually  a  rather  unsafe  investment? 
Why  is  sound  accounting  of  particular  importance  to  the  income 
bondholder  ? 

14. 

On  the  basis  of  your  studies  in  Part  Two  of  the  text,  draw 
up  a  schedule  of  equities  which  might  represent  the  equity  side 
of  a  corporation  balance  sheet  assuming  that  the  corporation  has 
used  every  possible  device  for  obtaining  capital.  Arrange  the  list 
in  the  probable  order  of  priority  to  income  and  assets. 


XV 
GENERAL  ANALYSIS  OF  THE  INTEREST  PROBLEM 


Distinguish  explicit  from  implicit  interest,  and  show  why 
the  distinction  is  significant  in  accounting. 

2. 

What  is  the  generally  accepted  rule  for  distinguishing  be- 
tween long-  and  short-term  securities? 

3- 

State  what  is  meant  by  commercial  interest  and  give  an  illus- 
tration of  the  common  type  of  transaction  which  gives  rise  to  en- 
tries in  the  commercial  interest  account. 

4- 

One  of  the  most  important  considerations  in  the  preparation 
of  accounting  statements  is  the  separation  of  unlike  items  into 
separate  accounts.  Accounts  Receivable,  for  example,  should  not 
be  offset  by  Accounts  Payable  in  the  same  account.  It  is  main- 
tained in  this  chapter,  however,  that  interest  on  notes  receivable 
and  on  notes  payable  can  reasonably  be  placed  in  the  same  ac- 
count. Can  you  justify  this  statement  and  show  that  this  is  a  dif- 
ferent case  from  the  example  cited  ? 

5- 

It  has  been  emphasized  that  interest  is  either  a  distribution 
to  an  equity  or  an  accrual  of  net  revenue  (depending  on  whether 
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it  is  a  debit  or  credit  item).  Still  there  is  some  justification  for 
placing  commercial  interest  in  the  expense  and  revenue  state- 
ment. Explain. 

6. 

Explain  and  give  an  illustration  of  the  difference  between 
the  rate  of  interest  and  the  rate  of  discount. 


"Interest  on  long-term  securities  should  always  be  treated 
as  a  net  revenue  item."  Why  the  difference  in  viewing  this  type 
of  interest  from  that  of  commercial  interest? 


''The  order  in  which  the  interest  items  appear  in  the  net 
revenue  statement  is  governed  by  contract."  Explain  what  is 
meant  and  give  an  illustrative  net  revenue  statement  supporting 
your  explanation. 


"The  A  company  issued  $100,000  in  bonds  at  a  discount  of 
$10,000  at  the  same  time  that  the  B  company  issued  $100,000  in 
bonds  at  a  premium  of  $10,000.  This  shows  that  the  B  company 
possesses  a  better  credit  rating."  Do  you  agree  with  the  conclu- 
sion in  the  quotation?  Show  that  the  actual  rating  might  even 
be  more  favorable  to  A. 

10. 

Suppose  that  the  bonds  of  the  A  company  (problem  9)  were 
5%  bonds  issued  at  a  $l/2%  rate  and  that  those  of  the  B  company 
were  6%  to  yield  a  5^2%  rate.  Give  the  journal  entries  at  date 
of  issue  and  at  the  first  interest  payment  for  each  company. 
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n. 


State  the  three  classes  of  fixed  assets  and  explain  their  ac- 
counting significance. 


12. 


"The  valuation  of  ordinary  intangibles  is  effected  through 
a  discounting  process."  Explain  what  is  meant  and  give  an  ex- 
ample. Why  cannot  the  same  process  be  applied  in  the  valua- 
tion of  fixed  tangible  assets. 

13- 

How  does  interest  enter  into  the  valuation  of  tangible  items  ? 


XVI 
INTEREST  CALCULATIONS 


The  A.  B.  Company  borrows  $1,500  from  a  bank  at  6%. 

(a)  How  much  interest  (simple  interest)  would  accrue  in 
90  days  ?    In  6  months  ?    In  3  years  ? 

(b)  How  much  interest  would  accrue  if  the  compound  rate 
were     used,     interest     convertible     annually?       Semi-annually  ? 
Quarterly  ? 

2. 

The  nominal  rate  of  interest  on  a  mortgage  is  7%,  interest 
convertible  semi-annually.    What  is  the  effective  rate? 


The  A.  B.  Co.  plans  to  float  an  issue  of  bonds  at  an  effective 
rate  of  5%.  The  interest  is  to  be  paid  semi-annually.  What  is 
the  nominal  rate? 

4- 

(a)  Compute  the  amount  of  simple  discount  on  the  sum  of 
$500  for  6  months.    For  one  year.    For  5  years. 

(b)  Compute  the  amount  of  compound  discount,  convertible 
semi-annually,  for  the  periods  mentioned  in  (a).     Use  the  rate 
of  6%  in  all  computations. 

5- 

(a)  A  bank  discounts  a  $1,000,  6o-day,  non-interest-bear- 
ing note  at  the  rate  of  5%.    What  rate  of  interest  is  paid  by  the 
borrower  ? 

(b)  What  rate  of  discount  should  the  bank  use  in  order  to 
produce  a  $%  rate  of  interest? 
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6. 

Find  the  present  value  of  $100,000  due  5  years  from  date  at 
the  rate  of  $%  interest,  convertible  annually.  Solve  the  same 
problem  with  interest  convertible  semi-annually. 

7- 

The  X  Company  issues  a  ten-year,  $15,000,  non-interest-bear- 
ing note.  If  the  rate  of  interest  for  this  type  of  security  is  5%. 
interest  convertible  semi-annually,  what  price  would  you  pay  for 
the  note? 

8. 

A  sum  of  $200  is  placed  in  the  bank  every  six  months  at  4% 
interest,  convertible  semi-annually.  What  will  be  the  amount  on 
deposit  at  the  end  of  eight  years  ?  At  the  end  of  ten  years  ? 

9- 

A  sum  of  $400  is  placed  in  the  bank  at  the  end  of  each  year 
but  the  bank  converts  the  interest  semi-annually  at  the  nominal 
rate  of  4%.  What  will  be  the  amount  on  deposit  at  the  end  of 
eight  years  ?  At  the  end  of  ten  years  ? 

10. 

A  sum  of  $100  is  placed  in  the  bank  at  the  end  of  every 
three  months  but  the  bank  converts  the  interest  semi-annually  at 
the  nominal  rate  of  4%.  What  will  be  the  amount  on  deposit  at 
the  end  of  eight  years?  At  the  end  of  ten  years? 

ii. 

Find  the  present  value  of  an  annuity  of  $4,000  per  year, 
payable  semi-annually  for  10  years : 

(a)  at  2%  convertible  semi-annually 

(b)  at  3% 

(c)  at  4% 

(d)  at  s% 
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12. 

John  Smith  holds  10  shares  of  the  Acme  Copper  Mining 
Company,  par  value  $100.  An  inventory  and  appraisal  of  the 
property  shows  that  the  property  can  be  operated  for  a  period  of 
10  years  longer,  after  which  time  it  will  be  worthless.  The  rate 
of  dividends  on  the  stock  has  been  12%  in  the  past  and  will  re- 
main the  same  for  the  following  ten  years.  What  is  the  value  of 
John  Smith's  stock  if  the  rate  of  interest  is  6%,  convertible  semi- 
annually  ? 

IS- 

The  Pennsylvania  Railroad  Company  has  paid  a  6%  dividend 
on  its  stock  for  several  years.  There  is  every  indication  that  this 
dividend  rate  will  continue  indefinitely.  Assuming  that  you  con- 
sider this  a  safe  investment  on  a  5%  basis,  what  would  be  your 
bid  on  a  share  of  stock,  the  par  value  being  $50?  What  would 
be  your  bid  on  a  $y2  %  basis  ?  On  a  7%  basis  ? 

14. 

The  A  company  issues  a  ten-year  $10,000  annuity,  the  pay- 
ments to  be  made  in  four  installments  each  year.  What  would  be 
the  amount  realized  if  the  rate  of  interest  for  this  type  of  security 
were  6%  convertible  semi-annually  ? 

15- 

The  D.  Corporation  has  issued  $100,000  of  2O-year  bonds. 
There  is  a  sinking  fund  clause  in  the  bond  contract  requiring  that 
a  sum  be  placed  in  the  hands  of  a  trustee  each  year  which  will 
accumulate  to  the  par  of  the  bonds  at  maturity.  If  the  rate  of 
interest  which  can  be  realized  by  the  trustees  is  4^2%,  convertible 
annually,  what  should  be  the  annual  contribution  ? 

16. 

Mr.  A  has  just  received  the  principal  of  a  life  insurance 
policy  amounting  to  $10,000.  He  desires  to  invest  the  funds  in 
an  annuity  which  will  run  for  ten  years.  Assuming  that  the 
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market  rate  of  interest  for  securities  in  the  type  of  business  he 
would  be  willing  to  invest  in  were  $%  convertible  semi-annually, 
how  large  an  annuity  could  he  purchase?  Suppose  that  the 
market  rate  of  interest  were  6%,  how  large  an  annuity  could  he 
purchase  ? 


Prepare  a  table  showing  the  amount  of  investment  at  the 
beginning  of  each  year,  the  amount  of  investment  returned,  and 
amount  of  interest  earned,  for  the  stock  mentioned  in  problem 

(12). 

18. 

(a)  What  would  be  the  purchase  price  of  a  leasehold  that 
would  produce  an  annual  net  revenue  of  $2,500  for  15  years  at 
an  interest  rate  of  6%,  convertible  annually? 

(b)  Prepare  a  table  showing  the  distribution  of  each  pay- 
ment on  the  lease  between  principal  and  interest. 

19. 

Find  the  present  value  of  the  following  bonds  on  a  $%  basis, 
interest  convertible  semi-annually  in  each  case  : 

(a)  A  15-year,  $1,000,  4%  bond 

(b)  A  lo-year,  $    500,  3%  bond 

(c)  A  20-year,  $1,000,  6%  bond 

(d)  A  25-year,  $1,000,  $y2%  bond 

(e)  A    5-year,  $    500,  4^/2%  bond. 

20. 

(a)  The  X  Company  has  issued  $1,000,000  of  4%,  lo-year 
bonds,  interest  payable  semi-annually.    You  are  requested  to  pre- 
pare a  bid  for  their  purchase  on  a  5%  basis. 

(b)  Prepare  a  table  showing  the  accumulation  of  discount 
during  the  ten  years. 
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21. 


(a)  Suppose  that  the  interest  rate  on  the  bonds  in  the  pre- 
ceding problem  were  6%  instead  of  4%.    Prepare  a  bid  on  a  $% 
basis. 

(b)  Prepare  an  amortization  table  for  the  ten  years. 

22. 

Select  a  bond  advertisement  in  the  financial  page  of  some 
newspaper  and  prepare  a  bid  based  on  what  you  consider  the 
market  rate  of  interest.  Compare  your  bid  with  the  price  quoted 
in  the  advertisement.  Find  the  effective  rate  according  to  the 
quoted  price  using  formula  (32)  in  the  text. 

23- 

A  corporation  issued  $100,000  of  2O-year,  4%  bonds,  interest 
payable  semi-annually,  and  received  $93,411.61.  What  rate  of 
interest  was  received  by  the  investor? 

24. 

If  the  corporation  in  the  preceding  problem  had  received 
$107,148.53,  what  would  have  been  the  effective  rate  of  interest? 

25- 

"A  bond  is  made  up  of  two  distinct  promises  to  pay."  What 
are  the  two  promises  referred  to  ?  Explain  why  it  is  necessary  to 
distinguish  between  the  two  in  the  valuation  of  a  bond  for  pur- 
chase or  sale. 


XVII 
INTEREST  TRANSACTIONS— EQUITY  ACCOUNTS 

i. 

The  Bernard  Mercantile  Company  borrows  $15,000  on  a 
5-year,  non-interest-bearing  note.  The  interest  rate  involved  in 
the  transaction  is  J%,  convertible  semi-annually. 

(a)  Give  the  journal  entry  at  the  date  the  note  is  issued. 

(b)  Give  the  journal  entries  at  the  end  of  each  half-year  for 
the  five  year  period. 

2. 

Suppose  that  the  note  mentioned  in  problem  ( i )  were  dated 
June  30  and  that  it  were  actually  sold  on  Sept.  30.  Give  the 
journal  entries  at  date  of  sale,  and  for  the  succeeding  Dec.  31. 
Suppose  that  the  fiscal  year  ends  on  March  31,  give  the  entries 
recognizing  the  accrual  of  interest  to  that  date. 

3- 

The  X  Company  agrees  to  pay  $50,000  per  year  for  ten 
years  in  equal  semi-annual  payments  in  exchange  for  a  patent 
right.  In  making  this  agreement  the  X  Company  considers  6% 
convertible  semi-annually  as  a  reasonable  rate  of  interest.  The 
agreement  was  consummated  on  Aug.  i,  1916.  Give  the  journal 
entries  on  Aug.  i,  1916,  Feb.  i,  1917,  and  Aug.  i,  1917.  Suppose 
that  the  X  Company  closed  its  books  on  Dec.  31,  1916,  give  the 
entries  necessary  to  recognize  the  interest  accruals. 

4- 

A  corporation  issues  $100,000  of  7%,  2O-year  bonds  and 
$100,000  of  4%,  10-year  bonds — both  on  a  6%  basis,  interest  con- 
vertible semi-annually.  Give  the  journal  entries  on  the  date  of 
issue. 
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5. 

Give  the  entries  on  the  corporation's  books  (preceding  prob- 
lem) for  the  first  interest-payment  date;  at  which  time  a  total 
payment  of  $5,500  is  made. 

6. 

The  Lakeview  'Manufacturing  Company  issued  $100,000 
fifteen-year  5%  bonds  interest  payable  semi-annually.  The  bonds 
were  dated  April  i,  1915.  The  whole  issue  was  subscribed  at  par 
but  only  $10,000  were  actually  taken  on  April  i.  On  June  i,  $15,- 
ooo  were  sold,  on  July  i  $50,000,  and  on  Aug.  i,  the  remaining 
$25,000  were  sold.  Give  the  entries  which  would  be  made  on  the 
date  of  each  sale. 


Suppose  that  the  corporation  mentioned  in  (6)  closed  its 
books  on  June  30.  Give  the  entries  necessary  to  recognize  the 
interest  accruals  and  show  the  Interest  account  as  it  would  appear 
on  June  30  after  closing  entries  had  been  made. 

8. 

A  construction  company  is  requested  to  furnish  bids  for  the 
construction  of  a  factory  building  for  the  A  Company.  Accord- 
ing to  the  bids  received,  the  construction  company  will  build  the 
structure  for  $500,000  in  cash,  or  for  $515,000  in  the  A  Company's 
own  4%  bonds.  The  A  company  accepts  the  second  bid.  What 
entries  should  be  made  to  record  the  issue  of  bonds  in  payment  of 
the  contract? 

9- 

The  president  of  the  A  Company  (in  the  last  problem)  re- 
quests the  accountant  to  charge  the  Buildings  account  with  the 
full  $515,000,  arguing  that  the  additional  issue  of  $15,000  of 
bonds  over  the  cash  bid  is  a  cost  of  obtaining  the  capital  neces- 
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sary  to  build  the  factory  and  hence  is  a  property  charge  as  fully 
as  is  the  salary  of  the  draftsman  who  prepares  the  plans. 

What  is  the  fallacy  in  the  president's  argument?     Explain 
carefully  the  distinction  between  the  two  kinds  of  charges. 


10. 

Suppose  that  a  corporation  issued  $1,000,000  of  4%,  ten- 
year  bonds  and  received  $950,000  cash,  and  that  the  bookkeeper 
made  the  following  entry : 

Cash   $950,000 

Bonds   $950,000. 

Suppose  further  that  at  each  semi-annual  interest-payment  date, 
the  bookkeeper  made  the  following  entry : 

Interest    $20,000 

Cash  $20,000. 

(a)  Explain  how  these  errors  would  effect  the  statement  of 
net  revenue  for  each  year. 

(b)  What  entry  would  the  corporation  make  on  the  date  of 
maturity  to  record  the  $50,000  of  discount? 

ii. 

A  certain  state  public-utility  commission  allows  the  com- 
panies under  its  jurisdiction  to  charge  discount  on  bonds  against 
accumulated  surplus.  How  might  this  practice  work  injustice  to 
certain  classes  of  security-holders?  Illustrate  by  hypothetical 
example. 

12. 

Would  you  object  to  charging  discount  on  capital  stock  issued 
against  the  accumulated  surplus?  Discuss  fully,  explaining  the 
difference  between  items  of  discount  on  stocks  and  bonds  in  this 
connection. 
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Suppose  that  the  bonds  mentioned  in  problem  6  had  been 
issued  at  an  effective  rate  of  6%  convertible  semi-annually.  An- 
swer the  same  questions  for  these  conditions  that  were  asked  in 
(6)  and  (7). 

14. 

The  construction  company  referred  to  in  problem  8  submits 
another  bid  for  the  construction  of  the  factory  building.  This 
time  it  agrees  to  accept  $485,003  in  the  A  Company's  6%  bonds, 
The  A  Company  accepts  the  bid.  What  are  the  entries  in  this 
case?  Is  there  a  profit  involved  for  the  A  Company?  Explain 
carefully. 

15- 

Explain  why  changes  in  the  market  rate  of  interest  do  not 
affect  the  accounting  treatment  of  securities  outstanding  on  the 
tooks  of  the  issuing  company. 


XVIII 
INTEREST  TRANSACTIONS— ASSET  ACCOUNTS 

i. 

Classify  the  purposes  involved  in  the  purchase  of  securities. 
Show  how  the  accounting  treatment  is  affected  by  the  purpose  of 
the  investment. 

2. 

Give  an  illustration  of  a  case  in  which  you  would  consider  it 
proper  accounting  to  ignore  market  changes  in  the  interest  rates 
on  securities  owned. 

3. 

State  insurance  commissions  quite  generally  compel  insurance 
companies  to  report  the  value  of  securities  owned  at  the  current 
market  rate.  Why  is  this  important  ? 

4- 

Most  of  the  large  banks  of  New  York  are  constantly  in  touch 
with  the  quotations  on  the  stock  exchange  affecting  the  prices  of 
securities  held.  It  is  very  frequently  necessary  to  change  valua- 
tions on  securities  several  times  per  day.  Why  is  it  necessary  to 
follow  the  market  so  closely  in  this  case? 

5- 

An  annuity  of  $5,000,  payable  semi-annually,  was  purchased 
by  a  corporation  on  a  4^%  basis,  interest  convertible  semi-an- 
nually. The  date  of  purchase  was  September  3Oth. 

(a)  Give  the  entry  on  the  books  of  the  corporation  making 
this  purchase. 
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(b)  The  corporation  closes  its  books  on  December  3ist.  Give 
the  entries  necessary  to  recognize  the  interest  accrued  in  its  favor 
at  that  time. 

(c)  Give  the  entry  recording  the  receipt  of  the  semi-annual 
rent  on  March  3ist. 

6. 

The  corporation  mentioned  in  the  preceding  problem  sells 
the  annuity  on  June  3Oth.  At  this  time  the  interest  rate  is  5%. 

(a)  Give  the  entries  on  the  books  of  the  corporation. 

(b)  Give  the  entries  on  the  books  of  the  new  owner  of  the 
annuity. 

7- 

Suppose  that  the  corporation  (problem  6)  had  not  sold  the 
annuity  on  June  30.  If  the  interest  rate  had  changed  to  5% 
what  entries  would  be  made? 


A  6%,  $1,000  bond  which  matures  June  30,  1921,  interest 
payable  semi-annually,  is  purchased  on  July  i,  1917,  at  a  price 
to  yield  5%.  What  entries  should  be  made  on  the  books  of  the 
purchaser : 

(a)  On  the  date  of  purchase. 

(b)  At  each  interest  payment  date,  assuming  no  change  in 
market  interest  rates. 

(c)  At  date  of  maturity? 

9- 

The  A  Investment  Company  purchases  a  5%,  $10,000  bond, 
due  five  years  from  date,  on  Jan.  I,  1917.  A  premium  is  paid 
sufficient  to  yield  an  effective  rate  of  4j4%.  On  March  I,  1917, 
another  $10,000  bond  of  the  same  series  is  purchased  on  the 
same  basis,  including  accrued  interest. 

(a)  What  entries  should  be  made  on  the  investment  com- 
pany's books  for  the  Jan.  ist  and  March  1st  purchases? 

(b)  What  entries  should  be  made  on  July  ist  at  the  time  of 
the  regular  bond-interest  payment? 
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10. 

The  market  rate  of  interest  for  the  class  of  security  men- 
tioned in  the  last  problem  falls  to  4^2%  and  the  A  company  de- 
cides to  sell  both  bonds  on  October  ist,  1917,  on  this  basis.  Give 
the  journal  entries. 

n. 

A  trustee  for  an  estate  purchased  a  ten-year  annuity  of 
$25,000  payable  in  semi-annual  amounts.  Assuming  the  purchase 
to  be  made  on  a  $%  basis,  interest  convertible  semi-annually,  pre- 
pare a  table  showing  the  distribution  of  the  rent  between  return 
of  the  principal  sum  and  interest.  Give  the  journal  entries  neces- 
sary to  record  the  purchase  of  the  annuity  and  the  receipt  of  the 
annuity  rents  for  the  first  3  years. 


12. 

A  trustee  for  an  estate  purchases  for  investment  $10,000 
(par  value),  B  company,  6%  bonds,  due  25  years  from  date.  The 
purchase  was  made  on  a  5%  basis.  At  the  end  of  six  months  he 
receives  $300.  How  much  does  a  life  tenant,  who  is  entitled  to 
all  the  income,  receive? 


The  trustee  mentioned  in  the  preceding  problem  purchases 
$10,000  of  the  stock  of  the  B.  company.  The  company  has  main- 
tained a  6%  dividend  for  several  years  and  there  is  every  reason 
to  believe  that  this  rate  will  be  continued  indefinitely.  The  pur- 
chase is  made  on  a  5%  basis.  At  the  end  of  six  months  he  re- 
ceives $300. 

(a)  How  much  will  the  life  tenant,  who  is  entitled  to  all 
the  income,  receive? 

(b)  Explain  fully  why  the  amount  accruing  to  the  life  tenant 
in  this  case  differs  from  that  in  the  case  of  the  bond  purchase. 
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14. 

The  Eastern  Trust  Company  receives  an  estate  amounting  to 
$105,411.33.  There  are  two  heirs,  A  and  B.  A  is  to  receive  the 
entire  income  from  the  estate  during  her  life  ;  B  is  to  receive  the 
principal  ($105,411.33)  at  the  time  of  A's  death.  The  estate  is 
invested  in  $100,000  of  5%  bonds,  payable  in  fifteen  years,  with 
interest  payable  semi-annually.  This  gives  an  effective  yield  of 


(a)  Assuming  that  the  trust  company  turns  over  the  income 
of  the  estate  to  A  once  a  year,  and  ignoring  the  company's  com- 
mission, give  the  journal  entries  covering  the  payment  of  the  first 
year's  income  on  the  books  of  the  trustee. 

(b)  Suppose  that  for  5  years  the  company  pays  over  as  in- 
come to  A  the  entire  amount  of  the  bond  annuities;  suppose 
further  that  at  the  end  of  the  three  years  the  estate  reverts  to  B. 
The  trust  company  sells  the  above  bonds  and  pays  B  the  full 
amount  of  the  estate.    Assuming  no  change  in  interest  rates  what 
is  the  loss  to  the  trustee?    Give  journal  entries  on  the  company's 
books  covering  the  sale  of  the  bonds  and  the  payment  to  B. 


A  company  issues  $1,000,000  of  2O-year,  4^%  bonds  on  a 
5%  basis.  There  is  a  sinking  fund  clause  in  the  bond  contract 
requiring  that  a  sum  be  placed  in  the  hands  of  a  trustee  each  year, 
which  would  be  sufficient  to  accumulate  to  the  par  of  the  bonds 
at  maturity.  The  trustee  appointed  agrees  to  accept  the  sinking 
fund  contribution  on  a  4%  basis,  convertible  semi-annually.  Give 
all  the  entries  on  the  books  of  the  corporation  : 

(a)  for  the  original  issue  of  the  bonds; 

(b)  for  the  first  and  second  semi-annual  interest  payments; 

(c)  for  the  first  two  sinking  fund  installments. 
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16. 

Suppose  that  you  had  purchased  $10,000  of  the  bonds  men- 
tioned in  the  preceding  problem,  what  entries  would  you  make  on 
your  books  for  the  original  purchase  and  for  the  first  two  bond- 
interest  payments  ? 

17- 

The  Emory  Wheel  company  has  some  income  bonds  out- 
standing in  addition  to  an  issue  of  $1,000,000  of  first-mortgage 
bonds.  The  company  is  required  to  set  aside  a  sinking  fund  to 
retire  the  bonds.  The  sinking  fund  installments  have  been 
charged  against  net  revenue  before  interest  was  allowed  on  the 
income  bonds.  During  the  last  four  years  of  the  life  of  the  first- 
mortgage  bonds,  the  charge  for  the  sinking  fund  reduced  the  net 
revenue  to  such  a  point  that  nothing  was  left  for  the  income  bond- 
holders. After  using  the  sinking  fund  assets  for  paying  the  bonds 
the  directors  instruct  the  bookkeeper  to  carry  the  balance  in  the 
Sinking  Fund  Reserve  account  to  the  Surplus  account.  The  in- 
come bondholders  bring  action  to  compel  the  payment  of  the  un- 
paid interest  for  the  four  years.  Give  your  argument  for  or 
against  the  stand  of  the  income  bondholders. 


XIX 
ORGANIZATION  AND  CONSTRUCTION 


i. 

Under  what  conditions  do  difficult  problems  of  valuation 
arise  prior  to  the  period  of  operation? 

2. 

Show  that  many  elements  besides  material  contribute  to  the 
value  of  a  completed  plant. 

3- 

A  corporation  is  organized  for  the  purpose  of  erecting  an 
office  building  in  a  growing  western  town.  An  $100,000  issue  of 
capital  stock  is  authorized.  A  brokerage  company  underwrites 
the  entire  issue  for  $80,000.  All  the  stock  is  sold  at  par.  The 
promoters  are  allowed  $10,000  in  stock  and  $10,000  in  cash  for 
their  services.  An  office  building  is  erected  which  costs  $60,000. 
The  project  gives  every  indication  of  becoming  a  great  success, 
and  the  stock  will  probably  earn  8%  or  better  on  par  permanently. 

Prepare  a  balance  sheet  and  discuss.     (Form  C). 

4- 

A  newly-organized  manufacturing  concern  contracts  with  a 
construction  company  for  the  erection  of  warehouse,  factory  and 
office  building.  The  cost  of  these  structures,  completed,  is  as 
follows:  warehouse,  $12,500;  factory,  $32,000;  office  building, 
$6,500.  Machinery  and  other  equipment  costs  $27,400,  freight  not 
paid.  Freight  and  delivery  charges  amount  to  $600.  The  cost  of 
installing  the  equipment  is  $1,200.  Raw  materials  and  supplies 
are  purchased,  $17,000;  freight  and  delivery  charges  on  same 
amount  to  $380.  Incorporation  fees  are  $125.  Other  legal  ex- 
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penses  amount  to  $250.  Commissions  paid  to  brokers  for  sell- 
ing the  capital  stock  are  $3,000.  Other  clerical  organization  ex- 
penses amount  to  $400.  Preliminary  advertising  costs  $800.  Ex- 
penditures necessary  to  establish  sales  agencies  amount  to  $2,500. 
Prepare  a  balance  sheet  consistent  with  the  above,  and  ex- 
hibit a  list  of  the  necessary  property  accounts.  (Form  C). 


An  established  manufacturing  corporation  decides  to  expand 
the  enterprise  by  adding  a  new  department  which  shall  be  devoted 
to  the  manufacture  of  certain  special  products.  This  plan  requir- 
es the  expenditure  of  $250,000  for  new  buildings,  machinery  and 
equipment.  To  raise  the  capital  necessary  to  make  this  extension 
it  is  decided  to  issue  bonds  amounting  to  $200,000.  Commis- 
sions and  other  outlays  incident  to  the  successful  floating  of  this 
issue  amount  to  $11,000.  Discuss  the  accounting  treatment  of 
this  last  item. 

6. 

In  determining  the  proper  property  charges  during  the  con- 
struction period  on  what  basis  should  each  item  be  scrutinized? 

7- 
(Form  C) 

The  construction  of  a  store  building  requires  expenditures 
as  follows: 

Cost  of  lot  (including  commission, 

etc.)    $14,000 

Clearing  the  site  and  excavating 700 

Frame  lumber  and  shingles 2,200 

Hardware    2,500 

Carpenters    5,6oo 

Masons    2,900 

Other  labor   1,500 

Brick    2,800 
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Cement  and  sand 1,000 

Finishing  lumber 2,500 

Windows  and  doors 800 

Plumbing 900 

Decorator's   contract    1,100 

Miscellaneous 3,700 

Four  hundred  loads  of  dirt  from  the  cellar  excavation  were 
sold  at  40  cents  a  load.  Scrap  lumber  was  sold,  $75.  A  junk 
dealer  paid  $50  for  remnants  of  plumbing  materials  and  other 
scrap  hardware.  Brick  was  returned,  $250.  Scrap  finishing  lum- 
ber was  sold,  $65.  The  firm  was  allowed  a  rebate  of  $40  on  cer- 
tain doors  that  were  not  up  to  specifications. 

Prepare  an  exhibit  of  construction  accounts  recording  the 
above  construction  record,  and  close  these  accounts  into  a  gen- 
eral balance  sheet  account,  Store  Building.  Is  this  general  ac- 
count a  controlling  account? 

8- 

The  following  represents,  in  summary  form,  the  balance 
sheet  of  a  certain  firm : 

Plant  and  Equipment. $3 50,000     Capital  and  Surplus.  .$250,000 
Current   Assets 75 ,000      Reserve    for   Depre- 
ciation       I75,ooo 


$425,000  $425,000 

An  examination  of  the  construction  records,  subsidiary  ledg- 
ers and  other  underlying  papers,  reveals  the  fact  that  organiza- 
tion costs  and  other  construction  outlays  not  applicable  to  specific 
units  of  plant  and  equipment  total  $100,000.  The  depreciation 
reserves  cover  only  the  estimated  value  decline  on  the  items  of 
plant  and  equipment  carried  in  the  records  at  direct  construction 
cost.  Discuss  this  situation  critically. 
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9- 

Among  common  organization  costs  are  incorporation  fees, 
lawyers'  charges,  promotion  costs,  underwriters'  commissions, 
cost  of  prospectus  and  preliminary  advertising,  etc.  Explain 
fully  why  such  items  require  special  accounting  treatment  as 
compared  with  such  construction  costs  as  salaries  of  draftsmen, 
wages  of  masons  and  carpenters,  costs  of  raw  materials,  etc. 

10. 

Give  the  argument  in  support  of  the  contention  that  de- 
preciation (value  decline)  of  the  property  of  an  enterprise  as  a 
whole  cannot  take  place  during  the  construction  period  proper. 

ii. 

In  constructing  the  property  of  a  certain  enterprise  the  out- 
lay for  small  tools,  forms,  scaffolding,  etc.,  totals  $8,500.  When 
the  plant  is  finally  complete  it  is  estimated  that  these  items 
have  a  remaining  value  of  but  $2,000.  Equipment  purchased  for 
hauling  materials  amounts  to  $4,800.  These  assets  depreciate 
during  the  construction  period,  $1,200.  One  truck  is  sold  for 
$1,500;  the  remaining  trucks  and  auxiliary  equipment  (estimated 
value  $2,100)  are  retained  for  use  in  operation.  One  unit  of  the 
plant  is  damaged  by  a  windstorm  while  still  unfinished ;  the  cost 
of  repairing  the  damage  is  $7,200.  There  was  no  cyclone  in- 
surance. 

The  plant,  when  complete,  consists  in  three  main  units; 
namely :  warehouse,  factory,  and  store  and  office  building.  An 
engineer  estimates  that  the  percentages  of  service  life  remaining 
in  the  various  parts  of  the  plant  are  as  follows:  warehouse,  95%, 
factory,  92%  ;  store  and  office  building,  90%.  These  percentages 
represent  the  greatest  technical  perfection  possible  under  normal 
construction  conditions.  The  costs  of  these  units  (exclusive  of 
any  items  mentioned  above)  are  as  follows:  warehouse.  $15,000; 
factory,  $60,000 ;  store  and  office  building,  $25,000.  The  total  out- 
lay (including  all  items  mentioned  above)  for  plant  and  other 
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assets  from  organization  to  the  beginning  of  the  operating  period 
is  $138,000.     Organization  costs  amounted  to  $3,500. 
You  are  asked  : 

(a)  to  journalize  all  adjustments  covering  depreciation  dur- 
ing construction  (assuming  in  this  case  that  depreciation  is  due 
solely  to  physical  deterioration)  ; 

(b)  to  prepare  the  asset  side  of  the  balance  sheet  at  the 
moment  the  completed  property  is  turned  over  to  the  operating 
officials  (assuming  all  securities  to  be  sold  at  par). 

12. 

An  electric  railway  corporation  is  organized  with  a  capital 
stock  of  $5,000,000  and  bonded  debt  of  $2,500,000.  We  will 
assume  that  these  securities  are  sold  at  par.  It  requires  iJ/£  years 
to  construct  the  line  and  terminals.  During  this  period  interest 
accrues  on  the  outstanding  bonds  at  the  rate  of  5%  per  annum. 
Discuss  the  accounting  treatment  of  this  interest  charge. 


A  competitive  line  (see  the  preceding  problem)  is  financed 
entirely  through  stock  issues.  The  capital  in  this  case  is  repre- 
sented by  an  issue  of  6%  preferred  stock,  $5,000,000;  and  $2,- 
500,000  in  common  stock.  We  will  assume  in  this  case  also  that 
all  the  securities  are  sold  at  par.  (This  is  as  likely  in  the  case 
of  a  corporation  financed  entirely  through  stock  issues,  as  where 
both  stock  and  bond  issues  are  used.  )  The  construction  period  is 
again  \y2  years.  What  is  the  value  of  the  completed  property? 
Will  the  method  of  financiering  employed,  in  this  case  (or  the 
preceding)  affect  the  rates  that  may  be  charged  the  consumer? 

14. 

Give  the  argument  against  charging  interest  or  dividends 
during  the  construction  period  to  capital.  How  must  this  argu- 
ment be  modified  in  the  case  of  the  public  utility  whose  rates  are 
not  fixed  by  competition? 
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Discuss  the  accounting  treatment  of  tax  accruals  prior  to 
operation. 

1  6. 

A  newly  organized  corporation  receives  sealed  bids  for  the 
construction  of  its  plant.    All  of  the  bids  cover  exactly  the  same 
specifications,  and  are  made  by  equally  reliable  firms.    The  bids 
are  as  follows: 

Harling  Construction  Co  .............  $75,4OO 

Koch  &  Nickels   ...................  69,000 

Badger  Building  Co  .................   72,600 

A  director  of  the  corporation  is  interested  in  the  Harling  Con- 
struction Co.  and  through  his  influence  the  contract  is  awarded  to 
this  company.  Organization  costs  and  other  assets  (in  addition 
to  the  completed  plant)  total  $15,000. 

At  the  time  the  plant  is  completed  and  ready  to  start  opera- 
tions, you  are  called  in  as  an  accountant  to  prepare  a  statement 
showing  the  assets  of  the  company.  Present  this  statement. 


Show  that  the  determination  of  a  normal  organization  and 
construction  period  for  any  given  type  of  enterprise  is  a  very 
difficult  matter. 

18. 

In  building  an  electric  line  a  construction  company  is  har- 
rassed  by  an  unusual  number  of  delays  and  accidents.  An  ex- 
ceptionally rainy  season  causes  rapid  deterioration,  renders  the 
transportation  of  materials  difficult  and  hampers  the  construction 
crews.  It  is  estimated  that  extraordinary  losses  from  these 
causes  total  $25,000.  In  bridging  a  river  a  serious  accident  due 
to  careless  planning,  on  the  part  of  the  engineers  results  in  the 
loss  of  material  valued  at  $6,000,  and  the  injury  of  several  work- 
men. Payments  in  settlements  of  damage  claims  amount  to 
$7,500.  A  strike  results  in  the  cessation  of  construction  work 
for  several  weeks  and  direct  damage  to  property  amounting  to 
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$4,500.  Depreciation  and  other  losses  due  to  this  delay  total 
$2,500. 

The  operating  company  has  agreed  to  purchase  the  completed 
line  of  the  construction  company  at  actual  cost  plus  6%.  (This, 
we  will  assume,  is  not  an  unreasonable  agreement  under  normal 
conditions. )  This  agreement  is  consummated ;  the  property  being 
taken  over  at  the  figure  shown  by  the  construction  company's 
records,  $475,000. 

At  what  value  should  this  property  be  entered  on  the  oper- 
ating company's  balance  sheet  ?  Discuss  fully. 

19. 

A  power  company  is  required  to  scrap  machinery  valued  at 
$13,000  almost  as  soon  as  the  plant  is  completed.  The  scrap 
value  is  $2,500.  New  machinery  of  an  improved  type  which  costs 
$26,000  is  purchased.  The  bookkeeper  makes,  in  summary  form, 
the  following  entries: 

Cash   (from  scrap)    $2,500 

Old    Machinery    $2,500, 

and, 

New  Machinery    $26,000 

Cash    $26,000. 

Discuss  fully  the  propriety  of  such  accounting. 

20. 

(a)  What  is  the  general  basis  for  the  distinction  between 
the  construction  period  and  the  developmental  or  experimental 
period  ?  Show  by  illustration  that  it  is  often  a  very  difficult  matter 
to  draw  a  hard  and  fast  line  between  the  two  cases. 

(b)  Why  are  such  questions  as  the  determination  of  the 
construction  period  of  much  greater  importance  in  connection 
with  public-utility  enterprises  than  in  competitive  lines? 

21. 

A  company  organizes  with  an  authorized  capital  of  $100,000, 
par  $100.  The  prospects  for  financial  success  are  bright  and  the 
entire  issue  of  stock  is  sold  at  $120  per  share.  Six  months  after 
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organization,  and  before  earnings  have  begun  to  accrue,  one  of 
the  directors  suggests  that  it  would  be  desirable  to  pay  out  as 
dividends  at  least  a  part  of  the  organization  profit  gained  by  sell- 
ing the  capital  stock  at  a  premium.  Discuss  this  proposition 
fully. 

22. 

A  corporation  is  organized  with  a  capital  of  $500,000,  par 
$100.  The  stock  is  sold  at  90.  It  is  urged  by  the  promoters  that 
the  10%  discount  is  a  cost  of  securing  the  capital  and  hence  is  a 
property  charge.  What  is  your  opinion?  Give  the  journal  en- 
tries which  should  be  made  to  cover  this  issue  of  stock. 

Suppose  the  bookkeeper  makes  the  following  entry  when  the 
above  mentioned  stock  is  issued: 

Cash    $450,000 

Capital  Stock $450,000. 

Discuss  this  procedure  fully,  explaining  its  advantages  and  dis- 
advantages. What  is  the  significance  of  par  value  in  stocks? 
How  do  bonds  and  similar  securities  differ  in  this  regard  ? 

23- 

A  bookkeeper  makes  the  following  entry : 

Expense  and  Revenue  $10,000 

Discount  on  Stock $10,000. 

Criticize.    If  stock  discounts  are  extinguished,  to  what  accounts 

should  the  concurrent  charge  be  made? 

24. 

"The  par  of  a  bond  represents  the  amount  which  must  be  paid 
at  maturity.  The  par  of  the  bond  is  the  actual  liability ;  the  bond- 
holder has  a  claim  against  the  corporation  equal  at  all  times  to 
the  par  of  the  bond.  Hence  bond  discount  is  a  cost  of  capital. 
On  the  other  hand  bond  premium  is  clearly  a  profit  on  the  sale 
of  the  security;  it  is  only  the  par  of  the  bond  which  must  be 
repaid,  not  its  price.'7 

Discuss.  Might  the  accounting  liability  be,  in  a  measure, 
distinct  from  the  legal  liability? 


XX 

THE  BASIS  FOR  REVALUATION 

i. 

Why  is  it  essential  to  keep  constantly  in  mind  the  fact  that 
accounting  deals  primarily  with  economic  data?  How  does  this 
affect  the  basis  for  valuations? 

2. 

Distinguish  so-called  "business  transactions"  from  "internal 
transactions."  What  makes  it  essential  to  recognize  the  internal 
transactions  in  the  accounting  records  ? 

3- 

State  briefly  the  functions  of  the  manager  in  the  industrial 
enterprise.  How  can  the  accounting  statements  be  used  as  an 
aid  in  making  managerial  judgments? 


In  order  that  a  company  may  be  assured  of  making  a  wise 
use  of  its  economic  resources,  price  changes  in  raw  materials 
(either  increasing  or  decreasing)  should  be  recognized.  State 
why. 

5- 

A  retail  coal  dealer  purchased  a  stock  of  coal  at  $4.50  per 
ton  in  August  intending  to  sell  at  $7.00.  The  wholesale  price 
increased  to  $6.00  in  November.  On  the  basis  of  this  later  price 
the  retailer  could  sell  for  $10.00  per  ton.  Inasmuch  as  he  still 
had  a  supply  purchased  at  the  lower  price,  he  continued  to  sell 
at  $7.00  per  ton.  Can  you  justify  his  action  ?  If  he  had  advanced 
the  price  to  $10.00  would  his  customers  have  any  valid  reason  to 
object? 
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6. 

Accountants  quite  generally  object  to  recognizing  apprecia- 
tion of  land  value  in  the  accounts.  Argue  that  this  is  an  un- 
reasonable position  particularly  in  the  case  of  a  competitive  indus- 
trial concern. 

7- 

The  purchasing  agent  of  the  X  Manufacturing  Company, 
foreseeing  an  advance  in  the  prices  of  raw  materials,  purchased 
heavily  at  the  August  prices.  By  Dec.  31  there  had  been  a  fifty 
per  cent  increase  so  that  the  cost  of  replacing  raw  materials  still 
on  hand  would  be  $150,000  whereas  the  actual  cost  of  same  was 
$100,000.  The  inventory  was  taken  at  cost  price.  Give  your 
opinion  of  this  procedure  showing  the  possible  complications  that 
might  arise  in  case  a  change  in  management  were  effected  on 
Dec.  31. 

8. 

It  is  sometimes  urged  that  in  certain  industries  such  as  rail- 
roads, the  accounts  should  measure  the  sacrifice  of  the  investor 
and  that  therefore  cost  should  be  the  basis  for  valuation  of  as- 
sets. Criticize  this  contention.  If  asked  to  determine  the  sacrifice 
of  investors  in  a  railroad  concern,  what  would  be  your  procedure 
assuming  that  all  necessary  data  could  be  obtained  ? 

9- 

"Appreciation  of  fixed  assets  should  not  be  taken  into  ac- 
count because  this  involves  the  recognition  of  an  unrealized  pro- 
fit." Criticize. 

10. 

Show  that  appreciation  can  usually  be  computed  or  estimated 
more  easily  than  depreciation.  In  connection  with  what  type  of 
property  is  appreciation  of  greatest  significance? 

ii. 

Is  the  fact  that  the  recognition  of  appreciation  is  liable  to 
lead  to  non-conservatism  a  valid  objection  to  the  theory  of  valua- 
tion supported  in  this  chapter? 


XXI 
THE  VALUATION  OF  SPECIAL  ASSETS 

i. 

What  is  the  first  step  in  all  valuations,  whatever  basis  for 
valuation  be  used? 

2. 

Discuss  the  valuation  of  cash. 


How  would  you  proceed  in  valuing  the  outstanding  accounts 
receivable  of  a  retail  merchant  ? 

4- 

On  the  books  of  a  certain  firm  June  30,  Accounts  Receivable 
shows  a  balance  of  $36,000.  This  is  about  the  usual  balance. 
Allowance  for  Worthless  Accounts  shows  a  credit  balance  of 
$2,500.  For  some  time  it  has  been  customary  at  the  end  of  each 
month  to  charge  5%  on  the  face  of  the  outstanding  accounts  to 
Expense  and  Revenue  with  a  concurrent  credit  to  Allowance  for 
Worthless  Accounts.  This  has  been  done  because  experience  has 
shown  that  in  the  business  involved  about  5%  of  the  customers' 
accounts  are  never  collected.  Comment  on  this  situation  assum- 
ing that  many  of  the  accounts  run  for  60  days  but  few  longer. 
What  procedure  would  you  recommend  for  closing  these  ac- 
counts this  month? 

Suppose  that  during  July  Accounts  Receivable  is  charged  with 
$16,000  and  credited  with  $19,000,  and  that  Allowance  for 
Worthless  Accounts  is  charged  with  $300.  What  valuation  would 
you  set  upon  the  outstanding  accounts  July  31?  Give  closing 
entries. 
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5- 

Give  illustrations  of  items  sometimes  included  under  ac- 
counts receivable  which  are  not  bona  fide  receivables. 

6. 

A  dealer  buys  1,000  bolts  of  cloth  at  an  invoice  price  of  $4.00 
each.  Freight  charges  amount  to  $180.  Drayage  and  unpacking 
and  shelving  costs  total  $95.  During  the  following  period  300 
bolts  are  sold?  What  is  the  inventory  at  the  end  of  the  period 
on  a  cost  basis?  Show  clearly  how  this  situation  would  be 
handled  in  the  accounts. 

7- 

"The  problem  of  valuing  goods  in  process  is  essentially  the 
problem  of  cost  allocation."  Explain. 

8. 

The  A  Company  begins  business.  During  the  first  year  mate- 
rials purchased  amount  to  $37,000;  sales  total  $43,000;  expendi- 
tures for  labor,  supplies  and  other  items  amount  to  $18,000. 
At  the  end  of  the  year  materials  still  in  the  store  room  have  a 
value  of  $6,200.  Charges  for  labor,  supplies,  etc.,  applicable 
to  goods  sold  amount  to  $14,000;  there  remain  on  hand  of  such 
items,  unused  supplies,  services,  etc.  amounting  to  $940.  The 
material  cost  of  goods  sold  amounts  to  $24,000. 

What  is  the  inventory  of  goods  in  process  and  in  stock? 
Show  how  this  situation  might  be  handled  in  the  accounts. 

9- 

What  is  the  rule  usually  applied  in  determining  the  basis 
for  taking  valuations  of  materials  and  similar  assets?  Have 
you  any  objection  to  this  practice? 

10. 

Show  that  using  a  weighted  average  cost  per  unit  in  valu- 
ing merchandise  gives  a  figure  equal  to  the  total  of  the  costs  of 
each  lot  on  hand. 
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ii. 

Argue  that  minor  changes  in  construction  costs  of  fixed 
assets  should  not  be  made  the  basis  for  accounting  entries  af- 
fecting the  valuations  of  items  already  in  use. 

12. 

A  certain  company  builds  an  addition  to  its  plant  and  installs 
an  equipment  for  a  special  laboratory.  Expenditures  for  the  new 
structure  total  $32,000.  Equipment  is  purchased  amounting  to 
$27,000,  delivered.  This  equipment  is  installed  by  workmen 
who  are  on  the  company's  regular  payroll.  Wages  of  these 
workmen  while  so  employed  total  $300.  Parts  and  supplies  from 
the  company's  storeroom  are  used  in  this  work  which  have  a  cost 
of  $125.  If  the  equipment  had  been  installed  by  the  firm  from 
which  the  purchase  was  made  the  installation  cost  would  have  been 
$800.  In  addition  to  this  equipment  purchased,  the  company 
constructs  and  installs  with  its  own  material  and  mechanics  some 
special  equipment.  Materials  are  used  in  this  work  from  the 
storeroom  which  cost  $1,300;  workmen's  salaries  applicable  to 
this  job  total  $3,400.  If  purchased  outside  this  equipment  would 
have  cost  $6,500.  What  is  the  value  of  the  new  laboratory? 
Show  how  this  situation  should  be  handled  in  the  accounts.  Do 
you  need  more  information  than  is  given? 

13- 

Discuss  the  valuation  of  land  (a)  in  the  case  of  a  railroad 
company,  and  (b)  in  the  case  of  a  real  estate  firm  engaged  in 
land  speculation. 

14. 

A  certain  firm  has  on  hand  Dec.  31,  1917,  supplies  which 
cost  $6,500.  Cost  of  replacement  is  now  $7,000.  In  preparing 
statements  and  closing  the  accounts  how  do  you  recommend  that 
this  matter  should  be  treated?  What  entries  would  be  necessary 
to  recognize  the  item  of  appreciation  in  the  accounts?  Suppose 
these  entries  have  been  made,  and  that  on  Jan.  15,  1918,  the 
assets  in  question  are  sold  for  $7,500,  what  entries  would  now  be 
necessary?  Explain  any  doubtful  points. 


XXII 
THE  DEPRECIATION  ACCOUNTS 


i. 


Explain  fully  why  the  fixed  assets  (particularly  the  fixed 
tangibles)  present  more  difficult  problems  of  valuation  than  do  the 
current  assets. 


Distinguish  between  the  terms  repairs  and  renewals.  Why 
is  it  convenient  to  make  this  classification  in  the  accounting  rec- 
ords? 


"Every  property  unit  retired  from  service  must  be  replaced 
by  some  property  of  the  same  value  if  the  capital  investment  is 
to  remain  intact."  Show  that  this  is  true. 

Does  the  maintenance  of  operating  efficiency  insure  the  in- 
tegrity of  the  investment f 

4- 

In  1916  a  corporation  purchased  10  new  machines  at  a  cost  of 
$25,000  to  replace  the  same  number  of  like  machines  the  original 
cost  of  which  was  $15,000.  The  following  entry  was  made  to 
cover  the  depreciation  involved  according  to  the  replacement 
policy : 

Expense  $25,000 

Cash   $25,000. 

Criticize. 

5- 

Suppose  that  the  new  machines  mentioned  in  the  last  problem 
had  cost  but  $10,000.  What  entry  should  have  been  made? 
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6. 

A  water  plant  is  built  by  a  public-utility  corporation  at  a 
cost  of  $700,000.  It  is  estimated  that  the  plant  and  mains  will 
give  satisfactory  service  for  a  period  of  25  years,  after  which  it 
will  be  necessary  to  practically  rebuild  the  property.  The  com- 
pany proposes  to  adopt  the  replacement  policy  of  treating  depre- 
ciation. Would  you  approve  of  the  company's  plan  and  why? 
State  carefully  the  exact  conditions  necessary  if  the  replacement 
policy  is  to  be  an  adequate  method  of  caring  for  depreciation. 

7- 

The  Interstate  Commerce  Commission's  classification  of  oper- 
ating expenses  for  steam  roads  requires  a  railroad  company  to 
charge  the  cost  of  replacing  a  property  item  (such  as  ties)  in 
kind  minus  any  salvage  value  at  the  date  of  replacement.  Ex- 
plain the  effect  of  this  rule  on  both  the  property  and  the  expense 
accounts. 

8. 

Among  other  accounts  on  a  corporation  balance  sheet  you 
find  the  following: 

Building    $100,000 

Machinery   250,000 

Allowance  for  Depreciation  of  Build- 
ing    10,000 

Allowance  for  Depreciation  of  Ma- 
chinery    $2,000 

(a)  On  which  side  of  the  balance  sheet  -would  each  of  the 
above  accounts  be  found? 

(b)  Interpret  each  of  these  accounts. 


On  examining  the  books  of  a  manufacturing  company,  you 
find  that  the  balance  of  the  Machinery  account  is  $150,000  and 
of  the  Allowance  for  Depreciation  of  Machinery  account,  $55,- 
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ooo.  A  conservative  appraisal  of  the  machinery  shows  a  value 
of  $105,000.  Would  you  advise  the  correction  of  the  books  to 
conform  to  the  appraisals?  If  so,  give  the  entries  for  making 
the  correction. 

10. 

The  Petrol  Oil  Company  has  just  completed  its  first  year's 
operation.  An  estimate  of  the  value  of  the  crude  oil  taken  from 
the  wells  during  the  year  is  $10,000.  The  concern  has  $500,000 
in  capital  stock  outstanding.  The  cash  account  shows  a  large 
balance,  far  in  excess  of  any  immediate  needs.  Write  out  a 
statement  to  the  board  of  directors  explaining  three  different  ways 
in  which  an  amount  of  this  cash  equal  to  the  depreciation  charge 
may  be  used.  Which  in  your  opinion,  is  the  most  desirable  pro- 
cedure from  the  standpoint  of  the  stockholders? 

ii. 

A  man  who  owns  $100,000  of  stock  in  the  Wolverine  Iron 
Mines  Co.  dies,  leaving  the  principal  of  his  estate  to  his  son  but 
all  of  the  income  to  his  widow  throughout  her  life.  It  is  the 
practice  of  the  mining  company  to  ignore  depreciation  entirely. 
What  effect  will  this  practice  have  upon  the  relative  rights  of  the 
two  parties  interested  in  this  estate  if  the  dividend  checks  are 
considered  as  net  income?  Explain  the  proper  method  of  handl- 
ing this  situation  on  the  books  of  the  mining  company  and  the 
stockholder. 

12. 

The  Interstate  Commerce  Commission  requires  all  steam 
railroads  engaged  in  interstate  commerce  to  maintain  a  reserve 
for  depreciation  of  equipment.  On  examining  the  books  of  the 
X.  R.  R.  Co.  you  find  among  the  accounts  on  the  balance  sheet, 
the  following: 

Depreciation  Fund $125,000 

Reserve   for  Depreciation   of   Equip- 
ment     125,000 

Notes  Payable  (6% )    100,000 
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You  find  that  the  depreciation  fund  consists  in  certificates  of  de- 
posit in  a  savings  bank  which  bear  4%.  The  company  has  es- 
tablished this  fund  to  comply  with  the  I.  C.  C.  regulations.  The 
company's  practice  is  the  result  of  a  common  confusion  in  the 
use  of  the  terms  "Depreciation  Fund"  and  "Reserve  for  Depre- 
ciation." Write  a  letter  to  this  company  explaining  the  error  and 
also  making  any  suggestion  you  may  have  with  regard  to  the  use 
of  the  fund. 


The  following  accounts  appear  on  the  balance  sheet  of  the 
X  Manufacturing  Company  on  June  30,  1918: 

Depreciation  Fund  ..................  $15,000 

Allowance  for  Depreciation  ..........    15,000 

Cash   ..............................        500 

On  this  date  a  machine  which  cost  $5,000  is  scrapped  and  is  re- 
placed by  another  machine  which  costs  $7,500.  The  salvage  from 
the  old  machine  brings  in  $150  cash. 

(a)  Give  the  entries  recognizing  the  abandonment  of  the 
old  machine. 

(b)  What  funds  are  available  for  the  purchase  of  the  new 
machine  ? 

(c)  Give   entries   covering   the   purchase   of   the   new   ma- 
chine. 

(d)  Show  the  condition  of  all  accounts  affected  by  the  en- 
tries made  in  (a)  and  (c). 

14. 

Under  what  conditions  is  it  proper  to  maintain  a  special  de- 
preciation fund? 

15- 

State  the  conditions  which  would  warrant  the  policy  of  re- 
turning the  depreciation  fund  to  the  investors  and  illustrate 
the  possible  methods  of  attaining  that  result. 
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1 6. 

The  following  is  a  published  balance  sheet  of  the  A.  B.  Co. 
at  the  end  of  its  fifth  year  of  operation : 

Assets  Liabilities 

Real  Estate $100,000  Capital    Stock    (corn- 
Buildings    150,000         mon    $250,000 

Machinery   170,000  Capital  Stock  (prefer- 

Notes  Receivable 60,000         red)    250,000 

Accounts  Receivable . .  19,000     Bonds  100,000 

Supplies   5,ooo  Accounts  Payable  ....     20,000 

Merchandise 90,000     Surplus   20,000 

Cash   46,000 


$640,000  $640,000 

No  account  of  depreciation  has  been  taken.  Dividends  have  been 
declared  regularly  on  the  6%,  non-cumulative,  preferred  stock, 
but  nothing  has  been  paid  on  the  common.  The  accrued  depre- 
ciation on  buildings  and  machinery  amounts  to  $75,000. 

(a)  Restate  the  balance  sheet,  making  the  proper  correc- 
tion. 

(b)  Suppose  that  you  were  a  common  stockholder  in  this 
company,  would  you  have  reason  to  object  to  the  payment  of  the 
preferred  dividends?    Explain  fully. 


Suppose  that  (in  the  last  problem)  the  real  estate  had 
doubled  in  value  during  the  past  five  years,  would  you  alter  your 
position  in  regard  to  the  actions  of  the  board  of  directors?  Re- 
state the  balance  sheet,  carrying  the  real  estate  at  its  proper  figure. 
Should  appreciation  in  real  estate  be  used  to  offset  depreciation 
of  other  assets? 
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18. 

On  the  books  of  an  electric  light  company  you  find  these  ac- 
counts : 

Generating  Plant $575,000  (Dr.) 

Reserve  for  Depreciation  of  Gener- 
ating Plant   $385,000. 

The  company  has  decided  to  abandon  its  old  plant  and  build  a 
new  one.  The  old  plant  is  scrapped  and  sold.  The  salvage 
yields  $50,000  in  all. 

(a)  Give  the  entries  necessary  to  close  the  old  plant  ac- 
count. 

(b)  Suppose  the  salvage  had  been  $190,000  what  would 
the  entries  have  been? 

(c)  Suppose  the  salvage  were  $215,000  what  entries  should 
be  made? 

19- 

A  certain  public-utility  company,  in  petitioning  for  an  in- 
crease in  rates,  placed  among  its  operating  expenses  the  following 
items : 

(a)  Ordinary  operating  expenses  (e.  g.,  labor  and  mater- 
ials). 

(b)  Depreciation  of  fixed  assets. 

(c)  Sinking  Fund  installments  on  its  bonded  indebtedness. 
Criticize  the  corporation's  stand. 

20. 

The  statistician  for  the  public-utility  commission  (in  the 
last  problem)  objected  to  the  company's  stand,  claiming  that  de- 
preciation and  sinking  fund  were  synonymous  terms,  and  that  if 
both  were  allowed  the  public  would  be  compelled  to  maintain  the 
property  and  to  purchase  it  besides.  To  what  extent  was  the 
statistician  correct?  Just  why  should  the  terms  "sinking  fund" 
and  "depreciation"  be  so  confused  ? 
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21. 

A  company  which  has  consistently  charged  excessive  sums  to 
depreciation  each  year,  finds  in  1916  that  its  net  income  is  not 
large  enough  to  pay  the  regular  dividend.  The  board  of  directors, 
after  finding  that  the  Allowance  for  Depreciation  was  larger  than 
necessary  to  measure  the  decrease  in  the  value  of  the  property, 
charged  this  account  and  credited  Revenue  with  an  amount  suf- 
ficient to  pay  the  dividend.  Discuss  the  propriety  of  this  account- 
ing procedure. 

22. 

A  corporation  which  has  income  bonds  among  other  secur- 
ities outstanding,  has  been  unable  to  pay  interest  on  these  bonds 
for  five  years.  An  appraisal  of  the  property  shows  that  the  act- 
ual value  is  much  greater  than  the  book  figures  due  to  the  fact 
that  the  annual  allowance  for  depreciation  has  been  excessive. 
The  board  of  directors  decide  to  correct  the  book  figures  by  credit- 
ing the  difference  to  Surplus.  They  then  propose  to  pay  a  divid- 
end out  of  the  accumulated  Surplus.  The  income  bond  holders 
bring  suit  seeking  to  compel  the  payment  of  the  back  inter- 
est before  dividends  can  be  declared.  Have  they  any  reasonable 
ground  for  action? 

23- 

A  corporation's  balance  sheet  shows  the  following  items  on 
the  credit  side: 

Reserve  for  Depreciation   $170,000 

Reserve  for  Additions  and  Betterments  215,000 

Contingency  Reserve   175,000 

Reserve  for  Uncollectible  Accounts..     75,000. 
Interpret  each  of  these  items. 

24. 

The  management  requests  that  you  certify  to  the  statement: 
Surplus  and  Reserves  $635,000,  in  place  of  the  itemized  accounts 
shown  in  the  last  problem.  Would  you  agree  to  this  procedure? 
Give  reasons. 


XXIII 
METHODS  OF  MEASURING  DEPRECIATION 

i. 

Enumerate  the  principal  causes  for  depreciation  of  physical 
property.  Discuss  the  general  problem  of  determining  the  ser- 
vice life  of  an  asset  and  the  amount  of  depreciation  accruing  in 
each  accounting  period. 

2. 

"Revenue  figures  cannot  be  used  as  a  direct  basis  for  meas- 
uring the  depreciation  of  tangible  assets." 

(a)  Explain  why  it  would  be  impossible  to  make  the  neces- 
sary computations  in  any  case. 

(b)  Explain  why  it  is  not  even  theoretically  the  proper 
basis. 

3- 

"No  piece  of  machinery  can  depreciate  below  say  thirty 
per  cent  of  its  cost  new.  There  is  a  point  below  which  it  is  prac- 
tically impossible  to  operate  a  machine  and  this  is  seldom  less 
than  seventy  per  cent.  Hence  any  attempt  to  place  a  valuation 
on  a  property  of  less  than  seventy  per  cent  of  cost  is  absurd." 
Write  a  statement  showing  the  confusion  of  terms  involved  in 
the  quotation.  Show  by  the  use  of  graphs  that  it  is  entirely 
logical  to  place  a  value  below  seventy  per  cent  at  the  same  time 
that  the  operating  efficiency  is  above  that  figure. 

4- 

A  manufacturing  concern  purchases  a  machine  at  a  cost 
of  $10,000.  It  is  estimated  that  the  machine  will  last  ten  years 
and  that  the  salvage  value  will  amount  to  $100.  Prepare  a  table 
showing  the  depreciation  charges  on  the  straight  line  method. 
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5. 

Suppose  that  a  depreciation  fund  were  maintained  (problem 
4)  and  that  the  interest  earned  on  this  fund  amounts  to  6%  con- 
vertible annually.  Prepare  a  table  showing  the  amount  to  which 
the  fund  will  accumulate. 

6. 

"Interest  computations  should  be  taken  into  consideration  re- 
gardless of  whether  a  special  fund  is  maintained  or  not."  Ex- 
plain why  this  is  true. 

7- 

Would  you  modify  the  statement  made  in  (6)  if  the  service 
life  of  the  property  item  under  consideration  was  a  very  uncer- 
tain element?  What  is  the  point  to  be  made  in  this  connection? 

8. 

Prepare  a  table  showing  the  depreciation  charges  by  years 
according  to  the  sinking  fund  method  for  the  machine  men- 
tioned in  problem  (4).  Assume  that  the  sinking  fund  will  earn 
6%  convertible  annually.  Give  all  entries  for  the  first  three 
years. 

9- 

"The  sinking  fund  method  is  a  less  expensive  method  of 
accounting  for  depreciation  than  the  straight  line  method."  Show 
what  the  author  of  this  quotation  had  in  mind  and  criticize  his 
conclusion. 

10. 

Prepare  a  table  similar  to  the  one  in  (4)  this  time  using 
the  compound  interest  method  with  a  6%  rate  of  interest. 

n. 

What  is  the  essential  difference  between  the  sinking  fund 
and  the  compound  interest  methods? 
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12. 

You  are  asked  to  appraise  a  patent  right  by  a  firm  which  is 
contemplating  its  purchase.  Upon  investigation  you  find  that  it 
gives  an  advantage  over  all  competitors  sufficient  to  bring  in 
$1,000  per  year  for  ten  years.  If  the  rate  of  interest  on  the 
investment  which  is  considered  reasonable  is  6%  what  value 
would  you  place  on  the  patent? 


Prepare  a  table  (problem  12)  showing  the  value  for  each 
year,  the  depreciation  charge,  and  the  rate  of  net  revenue  to 
book  value  for  each  year,  using  the  present  value  of  future  reve- 
nue method  with  a  6%  rate  of  interest. 

14. 

An  intangible  property  item  which  will  produce  the  following 
revenues  before  allowances  for  depreciation  are  made  is  placed 
upon  the  market: 

Year  Revenue 

1  $100 

2  no 

3  90 

4  ISO 

5  20 

6  50 

7  120 

8  140 

9  ISO 

10  100 

(a)  What  would  you  bid  for  this  property  if  your  money 
was  worth  6%  ? 

(b)  Prepare  a  table  showing  the  depreciation,  and  the  rate 
of  net  revenue  to  book  value  for  each  year,  using  the  present 
value  of  future  revenue  method. 
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An  annuity  of  $10,000  per  year  for  10  years  is  purchased 
for  $7,721.74.  This  represents  the  total  property  investment  of 
an  estate.  What  method  of  accounting  for  depreciation  of  this 
property  item  would  you  suggest? 

1 6. 

A  bond  is  purchased  for  investment  at  $1,120  (par  value 
$1,000).  The  $120  represents  a  property  investment  which  will 
completely  expire  in  the  life  of  the  bonds.  What  method  of 
writing  off  depreciation  would  you  use? 

17- 

"The  present-value-of-future-revenue  method  is  based  on 
the  same  principal  as  the  amortization  of  premium  on  bonds." 
Would  you  agree  with  this  quotation?  Explain  your  answer 
fully. 

18. 

The  X.  Y.  Realty  Co.  purchases  a  leasehold  on  an  office 
building  site.  The  lease  extends  for  15  years  and  will  bring  in 
an  annual  rental  of  $2,000.  The  purchase  is  made  on  a  5%  basis. 
Prepare  a  table  showing  the  amount  of  depreciation  on  the  lease- 
hold for  each  year. 

19. 

Write  out  the  argument  which  might  be  used  by  a  public- 
utility  in  support  of  the  practice  of  charging  depreciation  as  a 
function  of  net  revenue. 

20. 

"The  railroads  do  account  for  a  large  part  of  their  deprecia- 
tion as  a  function  of  net  revenue  at  present.  This  is  made 
possible  by  the  fact  that  the  Interstate  Commerce  Commission 
allows  all  repair  costs  to  be  charged  to  expense  in  the  year 
made."  Explain  how  this  may  result  in  charging  depreciation 
as  a  function  of  net  revenue. 


XXIV 
THE  INTANGIBLE  ASSETS 


i. 


List  the  important  examples  of  intangible  assets.  Discuss 
the  basis  of  the  classification  between  tangible  and  intangibles. 

2. 

Give  a  broad  definition  for  goodwill.  Name  the  more  im- 
portant factors  which  give  rise  to  goodwill  in  the  case  of  a  rail- 
road enterprise;  a  retail  clothing  store;  a  manufacturing  estab- 
lishment. 

3- 

State  carefully  the  circumstances  under  which  it  is  proper 
to  make  use  of  goodwill  in  the  accounts.  Describe  the  conditions 
which,  in  practice,  commonly  lead  to  the  recognition  of  goodwill. 

4- 

You  are  asked  to  certify  to  the  following  balance  sheet  head- 
ing: 

Real  Estate,  Buildings,  Goodwill,  etc.,  $2,500,000.  Have 
you  any  objection? 

5- 

Discuss  the  importance  of  recording  goodwill:  (a)  when  a 
firm  pays  cash  or  an  equivalent  for  this  asset;  and  (b)  when  the 
asset  originates  without  cost. 


"If  goodwill  and  similar  assets  are  generally  recognized  in 
the  accounts  it  simply  means  that  the  rate  of  net  revenue  to  the 
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value  of  the  assets  is  made  the  same  for  all  enterprises  in  each 
particular  line.  Neither  total  net  revenue  nor  any  other  im- 
portant figure  is  affected  by  this  procedure." 

Discuss. 

7- 

The  assets  of  a  partnership  appear  on  the  books  at  a  total 
of  $75,000.  The  outside  liabilities  amount  to  $20,000.  A  cor- 
poration is  organized  to  take  over  the  partnership.  The  au- 
thorized capital  is  $125,000,  par  $100.  The  partners  are  allowed 
a  three-fifth's  interest  in  the  corporation  for  their  equities  in 
the  partnership.  The  balance  of  the  authorized  capital  is  sold  for 
$60  per  share. 

Prepare  the  corporation's  first  balance  sheet,  giving  full 
explanation  of  any  doubtful  points. 


Johnson  Bros,  own  an  enterprise  requiring  very  particular 
skill  for  successful  operation.  The  return  on  the  capital  invested 
has  been  for  many  years  averaged  20%.  The  brothers  decide 
to  retire  from  active  business  life.  They  offer  the  enterprise 
for  sale,  unencumbered,  at  $75,000.  The  actual  investment  totals 
$50,000. 

Discuss. 

9. 

You  are  considering  the  purchase  of  Cactus  Center's  only 
grocery  store.  The  income  sheet  for  1916  shows  net  revenue 
amounting  to  50%  of  the  total  investement  of  $12,000.  What 
will  you  pay  for  the  business  ?  Discuss  fully. 

10. 

A  mining  enterprise  has  a  mining  property  which  will  last 
20  years  and  yield  an  annual  income  during  that  period  of  $200,- 
ooo.  At  8%  what  is  the  value  of  the  mine  ? 

Suppose  the  above  company  has  the  opportunity  to  pur- 
chase water  rights  which  will  lower  the  costs  of  smelting  20%. 
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This  will  make  possible  a  return  of  $300,000  per  year.  These 
rights  are  secured  at  the  nominal  price  of  $15,000  (there  being  no 
competing  buyers).  At  what  figure  should  these  rights  be  car- 
ried on  the  books  ?  Explain  fully. 

ii. 

Suppose  that  the  mining  property  (preceding  problem)  were 
practically  worthless  without  the  water  rights.  But  with  the 
rights  and  mine  in  conjunction  it  is  possible  to  realize  a  net  reve- 
nue of  $300,000  per  year  for  20  years.  What  could  the  corpora- 
tion afford  to  pay  for  these  rights  ?  Suppose  these  concessions  are 
purchased  as  in  the  preceding  case  for  $15,000.  At  what  value 
should  they  appear  upon  the  books?  What  value  will  you  place 
upon  the  actual  mining  property  ? 

Draw  a  general  conclusion  as  to  the  relation  between  tang- 
ible and  intangible  assets. 

12. 

The  common  stock  of  the  Wagner  Machine  Co.  has  earned 
15%  annually  for  20  years.  There  is  every  prospect  that  this 
rate  of  return  will  be  maintained  permanently,  or  at  least  for 
many  years.  The  par  of  the  stock  is  $10.  If  you  require  6% 
on  your  money  what  will  you  give  for  a  block  of  100  shares? 


Explain  fully  what  is  meant  by  going  value.  Argue  that 
going  value  is  not  a  proper  matter  for  accounting  record  in  the 
case  of  the  competitive  enterprise.  Show  that  in  the  case  of  a 
"guaranteed"  industry  going  value  may  be  a  significant  intangible 
asset. 

14. 

During  the  period  of  organization  and  construction  interest 
accrues  on  the  bonds  of  an  electric  railway  enterprise  to  the 
amount  of  $25,600.  Dividends  are  paid  on  preferred  stock,  $18,- 
400.  Common  stock  amounts  to  $800,000.  This  stock  was  sold 
at  an  average  discount  of  40%.  The  rate  of  return  necessary 
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to  attract  common-stock  capital  to  this  field  is  9%.  The  public- 
utility  commission  prescribes  rates  which  will  not  yield  more  than 
6%  on  the  investment  of  the  common  stockholders  after  all 
other  charges  are  met.  The  courts,  however,  decide  to  allow  the 
enterprise  to  capitalize  the  interest  charges  during  construction. 
What  is  the  proper  amount  of  these  charges  ? 

Does  this  action  of  the  courts  protect  the  interests  of  the 
common  stockholder  adequately?    Explain  fully. 


(a)  Discuss  developmental  value  as  a  matter  of  account- 
ing record. 

(b)  A  power  company,  with  an  investment  of  $6,500,000, 
makes  a  very  poor  showing  of  net  revenue  for  five  years.    This 
result  is  due  in  part  to  inefficient  operating  management,  unwise 
experimentation  and  advertising,  and  the  necessity  for  scrapping 
machinery  due  to  rapid  technical  improvement. 

A  summary  of  operation  for  five  years  is  as  follows: 

Gross  Revenue    Expense  Interest     ^ 

1905  .......  $1,200,000    $1,050,000  $250,000 

1906  .......  1,305,000       1,325,000      250,000 

1907  .......  1,000,000      1,120,000      200,000 

1908  .......    1,680,000         1,250,000        200,000 

1909  .......    2,100,000         1,750,000        200,000 

Assuming  the  legitimacy  of  developmental  value,  compute  the 
amount  of  this  item  at  6%.  At  8%  (compounded  annually  in 
each  case). 

(c)  In  December,  1906,  we  will  assume  that  the  capitaliza- 
tion of  the  company  discussed  in  (b)  was  changed.    A  large  group 
of  bondholders  were  induced  to  accept  preferred  stock  in  the  com- 
pany in  exchange  for  their  bonds  rather  than  force  a  receiver- 
ship.   This  reduced  the  fixed  charges  by  $50,000.    Does  this  reor- 
ganization affect  the  computation  of  development  value? 
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16. 

Discuss  the  accounting  treatment  of  patents  and  similar 
assets. 

17- 

"Contractual  rights,  such  as  leaseholds,  annuities,  etc.,  for 
which  a  definite  consideration  is  given  and  from  which  the  income 
is  definitely  known  in  advance,  furnish  less  difficult  problems  of 
analysis  than  the  more  general  intangibles  such  as  goodwill." 

Show  that  this  is  true.    Illustrate. 

18. 

A  chemical  manufacturing  company  installs  an  experiment- 
al laboratory.  The  cost  of  the  laboratory  the  first  year  is  as  fol- 
lows: 

Fixtures    $  2,000 

Materials    6,500 

Salaries    12,000 

Power,  Heat  and  Light 2,500 

Rent   700 


$23,700 

The  last  two  items  are  supplied  by  the  company  itself ;  that 
is,  power,  heat  and  light  are  furnished  from  the  company's  main 
power  plant,  and  the  rent  charged  expresses  the  amount  which 
could  be  realized  if  this  space  were  rented  to  outside  parties. 

(a)  The  firm's  accountant  recommends  charging  the  cost  of 
this  laboratory  to  capital.     Give  your  opinion.     Do  you  need 
further  information? 

(b)  Assuming  that  the  accountant  is  right,  and  that  the 
maintenance  and  depreciation  charges  applicable  to  this  part  of 
the  building  total  $300,  what  is  the  value  of  the  laboratory?    Ex- 
plain fully. 


XXV 

THE  INCOME  SHEET 

i. 

For  what  purposes  are  income  sheets  prepared?  Describe 
briefly  the  kinds  of  information  desired  by  the  different  inter- 
ested parties. 

2. 

What  is  the  distinction  between  the  operating  and  net  reve- 
nue divisions  of  an  income  sheet?  Can  you  name  a  business 
whose  income  sheet  would  consist  of  accounts  appearing  ex- 
clusively in  either  division  ? 

3- 

What  important  information  would  be  shown  in  the  oper- 
ating division  of  the  income  sheet  for  a  water  plant;  a  bank;  a 
farm;  a  street  railway?  For  what  purpose  is  the  information 
appearing  in  this  division  intended? 

4- 

Make  an  outline  of  the  accounts  you  would  place  in  the 
operating  division  of  an  income  sheet  for  a  retail  store;  a  can- 
ning factory ;  a  wholesale  grocer. 

5. 

Outline  the  accounts  which  you  would  place  in  the  net  reve- 
nue division  of  an  income  sheet  for  a  bank;  an  automobile 
manufacturer ;  a  shoe  store. 

6. 

In  which  division  would  you  place  the  item  "taxes"  ?  Explain 
carefully  the  nature  of  this  item. 
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What  is  the  function  of  the  surplus  sheet?  How  extensive 
would  you  expect  it  to  be  for  a  retail  merchant ;  a  farmer ;  a  rail- 
road? Make  a  list  of  the  surplus  appropriations  which  might  be 
made  by  each  of  these  enterprises. 

8. 

From  the  following  trial  balance  and  inventories  of  a  man- 
ufacturing company  prepare  an  income  sheet : 
Trial  Balance  Dec.  31,  1917. 

Real  Estate  $  25,000 

Raw  Material  (Jan.  i,  1917)   15,000 

Plant  and  Machinery 35,ooo 

Accounts  Receivable 24,000 

Cash   1,200 

Finished  Goods  (Jan.  I,  1917)  7,000 

Materials  Purchased   38,000 

Direct  Labor 20,000 

Indirect  Factory  Labor 4,000 

Sales  Department  Expenses 2,500 

General  Administrative  Salaries  6,000 

Interest 600 

Capital  Stock $  40,000 

Bonds  (5%)  20,000 

General  Factory  Expense 1,200 

Taxes   500 

Rent  Paid   3,ooo 

Sales  Discounts    1,250 

Fuel  for  Factory  3,ooo 

Insurance  on  Plant 1,150 

Freight  on  Materials  Purchased 1,500 

General  Expenses 600 

Accounts  Payable  4,000 

Sales    100,000 

Surplus    26,500 

$190,500    $190,500 
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Accrued  interest  on  bonds,  $475.  Finished  goods  on  hand  Dec. 
31,  1917,  $8,000.  Raw  materials,  Dec.  31,  1917,  $25,000.  Write 
off  2%  of  the  face  of  accounts  receivable  for  uncollectible  ac- 
counts, and  10%  of  plant  and  machinery  for  depreciation.  De- 
clare a  6%  dividend,  and  set  aside  $2,000  in  a  contingency  re- 
serve. Set  up  a  reserve  for  additions  and  betterments  of  $5,000 
out  of  the  surplus. 


The  following  is  the  trial  balance  of  a  manufacturing  com- 
pany for  Dec.  31,  1917: 

Capital  Stock   $150,000 

Bonds    100,000 

Surplus    42,000 

Inventory  Finished  Goods  (Jan.  i,  1917) $  32,000 

Inventory  Raw  Materials  (Jan.  i,  1917) 45,ooo 

Purchases    135,000 

Sales    479,68o 

Reserve  for  Depreciation 20,000 

Reserve  for  Uncollectible  Accounts 9,600 

Purchase  Discounts  i,73O 

Sales  Discounts    2,500 

Sales  Department  Expenses   3,650 

Factory  Wages J35,5oo 

Power    17,000 

Repairs  to  Equipment 2,800 

Factory  Expense  9,500 

Insurance  on  Factory  2,200 

Plant  and  Machinery 125,000 

Administrative  Salaries 37,ooo 

Branch  Sales  Department  Buildings 150,000 

Notes  Receivable   50,000 

Accounts  Payable    30,000 

Furniture  and  Fixtures  4,000 

Cash   ". 75,500 

Taxes   960 

Advertising   5,400 

$833,010    $833,010 
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On  December  31,  1917,  the  inventories  were  as  follows:  finished 
goods,  $26,000;  raw  materials.  $15,750.  The  plant  and  machin- 
ery depreciated  $10,000.  The  branch  sales  building  is  depreciated 
by  $8,000.  Declare  a  6%  dividend.  Set  aside  a  sinking-fund 
reserve  of  $5,000,  and  a  contingency  reserve  of  $10,000.  Declare 
a  stock  dividend  of  25%. 

Prepare  income  and  surplus  sheets. 

10. 

From  the  following  trial  balance  and  particulars  of  the  An- 
drews Manufacturing  Company,  prepare  income  and  surplus 
sheets. 

Trial  Balance  Dec.  31,   1917. 

Real  Estate  $   200,000 

Buildings    158,000 

Equipment    847,500 

Goodwill    1 50,000 

Common  Stock 1,000,000 

Income  Bonds  (6%)   500,000 

Cash   46,474 

Selling  Expenses   5,6oo 

Interest  (Commercial)    3,300 

Insurance    3,031 

Accounts  Receivable   156,029 

Raw  Materials  Inventory  (Jan.  I,  1917)  .  94,567 

Finished  Goods  Inventory  (Jan.  i,  1917)  90,000 

Factory  Expenses  General 989 

Labor  (Factory)    585,000 

Fuel    84,000 

Salaries  for  Salesmen 40,000 

Salaries  General  Officers 20,000 

General  Office  Expense 5,ooo 

Purchases  Raw  Material 691,985 

Bond  Interest  (First  Mortgage)       2,000 

Discount  on  Purchases   10,120 

Accounts  Payable 5,871 
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Reserve  for  Depreciation 58,272 

Sales    1,442,391 

Notes    Payable    40,300 

First  Mortgage  Bonds 100,000 

Surplus    26,521 


$3,183,475     $3,183,475 

Inventory  of  raw  materials  Dec.  31,  1917,  $250,000;  of 
finished  goods,  $175,000.  The  uncollectible  accounts  are  estimat- 
ed at  i%  of  the  face  of  accounts  receivable.  Accrued  deprecia- 
tion on  factory,  $20,000;  on  selling  department  equipment,  $5,- 
ooo;  on  office  building  and  furniture,  $2,500.  Accrued  interest 
on  bonds,  first  mortgage,  $2,000.  The  income  bonds  are  to  re- 
ceive 6%  in  case  the  requisite  amount  is  earned  over  and  above 
the  interest  on  first  mortgage  bonds. 

ii. 

The  trial  balance  of  the  City  Gas  Company  for  December  31, 
1916,  is  as  follows: 

Land    $  15,000 

Buildings    50,000 

Production  Equipment   25,000 

Gas   Mains    175,000 

Materials   2,500 

Coal  50,000 

Labor    65,000 

Repairs    15,250 

Miscellaneous  Supplies  3,5oo 

Superintendence   (Production)    5,ooo 

Salaries   (Clerks)   8,200 

Salaries  General 6,500 

Office  Expenses   2,200 

Insurance    1,500 

Taxes    4,500 

Interest   1,450 
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Cash   2,500 

Consumers'  Accounts 3,5OO 

Capital  Stock   

Bonds    

Notes  Payable  

Gas  Sales   

Coke  Sales   

Tar  Sales    , 

Surplus   


$100,000 
100,000 


210,000 
10,250 

5,000 

7,850 


$436,600    $436,600 

The  depreciation  on  mains  amounts  to  I  % ;  on  buildings  and 
equipment,  5%.  The  inventory  of  materials  amounts  to  $500; 
of  coal,  $2,000;  of  supplies,  $1,000;  of  insurance,  $75;  of  coke, 
$800;  of  tar,  $300. 

The  directors  declare  a  10%  dividend;  set  aside  $15,000  as 
a  contingency  reserve;  place  $10,000  in  a  sinking  fund  to  retire 
the  bonds ;  and  carry  the  balance  of  net  revenue  to  Surplus.  Pre- 
pare income  and  surplus  sheets. 

12.     ' 

The  Century  Manufacturing  Company  prepared  and  publish- 
ed the  following  income  sheet  for  the  enlightenment  of  its  stock- 
holders : 

Gross  Sales  $285,000 

Increase  in  Inventory  (Finished  Goods)  15,000    $300,000 


Cost  of  Sales: 

Labor  (Factory)   $200,000 

Materials   57,ooo 

Plant  Expense    12,600 

Taxes   700      270,300 


Manufacturing 


$  29,700 
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Other  Income: 

Miscellaneous  Revenue  $  1,500 

Profit  on  Sales  of  Equipment 6,500 

Discount  on  Purchases  500          8,500 

$  38,200 
Less: 

Discount  on  Sales  $    2,875 

Rebates  and  Allowances  1,125          4,000 

Net  Revenue    $  34,200 

Less: 

Depreciation   (Factory)    $    9,400 

General  Expenses    5»5oo 

Interest    1,500         16,400 

Net  Income   $  17,800 

Criticize  this  statement  and  if  possible  rearrange  in  more  intell- 
igible form. 

IS- 

The  Goodrich  Rubber  Company  published  the  following  con- 
densed income  sheet  covering  its  operations  for  the  year  ended 
December  31,  1913: 

Net   Sales    $39>5O9»346 

Expenses    36,451,233 

Balance    $  3,058,113 

Miscellaneous  Income  491,316 

Total  Income .$  3,549,429 

Treasury  Stock  Reduced  from  Cost 

to  par  Value 168,417 

Depreciation  54^359 

Interest  on  Bills  Payable 239,906 

Net  Profit  $  2,599,747 

Preferred    Dividends    2,100,000 

Common  Dividends  600,000 

Deficit  for  Year $      100,253 

Criticize  the  form  in  which  the  information  is  presented. 


158 


PROBLEMS  AND  EXERCISES 


14. 


The  following  income  sheet  was  published  by  the  X  Manu- 
facturing Company  for  the  year  ending  December  31,  1915 : 

Sales    $  1,000,000 

Goods  in  Process  (Dec.  31)   30,000 

Merchandise  on  hand  (Dec.  31)    100,000 

Raw  Materials  (Dec.  31) 20,000 

$1,150,000 
Less  Selling  Expenses  250,000    $900,000 

Goods  in  Process  (Jan.  i)    20,000 

Merchandise  (Jan.  i )    80,000 

Raw  Materials  (Jan.  i)   15,000 

Materials   Purchased    175,000 

Wages  Paid  320,000 

Wages  Due  and  Unpaid  (Dec.  31) 30,000 

Manufacturing  Expenses    200,000 

Cost  of  Manufacturing  840,000 

Net  Profit $  60,000 

Dividends  Declared    32,000 

Surplus  for  Year $  28,000 

Rewrite  the  income  sheet  in  more  intelligible  form. 


15- 

The  Purdy  Water  Company  presented  the  following  income 
sheet  to  the  city  council  as  proof  of  its  statement  that  the  pre- 
sent rates  were  not  high  enough  to  produce  a  net  revenue : 
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Revenue : 

Sale  of  Water $  45,000 

Sale  of  Miscellaneous  Pipe 5,ooo    $  50,000 


Expense : 

Operating    $  20,000 

Repairs    1,575 

Depreciation    I5>25O 

Interest  on  Bonds 8,500 

Sinking  Fund  Installment 10,000    $  55,325 


Net  Deficit   $     5,325 

Does  the  statement  submitted  substantiate  the  company's  claim? 

16. 

A  company  furnished  the  following  income  sheet  to  its  in- 
come bondholders  as  explanation  of  the  fact  that  no  interest  had 
been  paid. 

Sales  $175,000 

Less  Decrease  in  Inventory 10,000    $165,000 


Expense : 

Materials    $  25,000 

Labor    70,000 

Fuel    I3>°°° 

Depreciation 17,000 

Interest  (First  Mortgage)   15*000 

Sinking  Fund  (First  Mortgage)   8,000 

Discount  on  Preferred  Stock  .    18,000    $166,000 


Net  Deficit $     1,000 

The  total  interest  on  the  income  bonds  would  have  amounted 
to  $15,000.  Would  the  income  bondholders  have  a  basis  for  ac- 
tion to  compel  the  payment  of  the  interest? 
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The  following  is  a  comparative  income  sheet  of  the  General 
Railway  Signal  Company  for  the  years  ending  December  3ist: 


1906  - 
Gross  Profit  .$510,427 
Expenses  230,286 
Net  Earnings.  280,141 
Interest  

1907 

$453,073 
240,200 
212,873 
52,113 

1908                1909 
$260,663        $233,434 
213,319           182,869 
47,344            50,656 
47  333             43  818 

Balance  

160,760 

1  1              6,747 

Depreciation  .  38,063 
Balance  .  242.078 

156,898 
7.862 

I9,H3            15,054 
IQ.I02  (Def.^  8.707  (Def, 

^ 

The  depreciation  item  of  $156,898  in  1907  is  made  up  of  the 
following  items:  depreciation,  $50,345;  reserve  account,  $15,000; 
and  moving  and  extraordinary  expenses,  $91,553. 

(a)  Would  you  present  the  information  in  the  same  form? 
If  not  rewrite  the  statement  as  you  would  prepare  it. 

(b)  What  conclusions  can  be  drawn  as  to  the  financial  suc- 
cess of  this  company? 

18. 

A  corporation  engaged  in  the  manufacture  of  machinery, 
suffered  a  loss  of  $100,  ooo  by  a  fire.  This  loss  was  so  large  that 
to  charge  it  to  current  revenue  would  have  caused  a  net  loss  to  be 
shown  in  the  year's  income  sheet.  The  corporation  had  maintain- 
ed a  7%  dividend  rate  for  a  period  of  twenty  years.  How  would 
you  advise  the  directors  to  handle  this  matter  ? 

19. 

The  Colonial  Manufacturing  Company  is  located  in  a  pros- 
perous and  growing  city.  This  company  found  that  business  con- 
ditions were  somewhat  adverse  in  the  year  1914.  In  order  to 
show  a  sufficient  net  revenue  to  maintain  its  dividend  payments, 
the  company  increased  the  book  value  of  its  real  estate  to  conform 
with  the  appraised  value,  crediting  the  increment  to  the  year's 
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revenue.  Assuming  that  the  new  book  value  of  real  estate  does 
not  exceed  the  actual  value,  and  that  the  increment  covered  a 
period  of  ten  years,  would  you  criticize  the  company's  action? 

20. 

A  construction  company  desires  to  close  its  books  and  pre- 
pare an  income  sheet  when  several  of  its  large  contracts  are  only 
partly  finished.  Would  the  income  sheet  be  correct  if  no  account 
were  taken  in  the  revenue  account  of  the  partly-finished  work? 
If  the  company  failed  to  take  account  of  anticipated  revenue  or 
partly-completed  work,  would  it  be  proper  to  credit  gross  revenue 
with  the  whole  income  from  such  work  in  the  year  in  which  the 
contracts  were  completed? 

21. 

What  is  meant  by  an  "operating  ratio  ?"  Explain  how  it  may 
be  found  from  the  income  sheet  of  a  manufacturing  company,  a 
railroad,  a  retail  establishment. 

22. 

Write  a  report  covering  the  financial  history  of  the  X  Rail- 
road Company  as  shown  by  the  income  sheet  in  Appendix  C  of 
the  text. 

23- 

The  following  is  the  Profit  and  Loss  account  (in  condensed 
form)  of  the  Henderson  Company  for  the  year  1917 : 

Profit  and  Loss 

Wages  and  Salaries.  ..$  9,800     Balance $  12,500 

Supplies   13,300     Sales  95,o°o 

Sinking  Fund  Install .  .  10,000  Rebates     and     Allow- 

Depreciation  of  Plant.  8,900         ances 6,000 

Materials  Cost 28,000     Interest 300 

Interest  on  Bonds  ....  4,100     Dividends 400 

Dividends  Declared .  . .  2,000 
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Loss  on  Aban.  Proper- 
ty    1,700 

General  Expense 1 1 ,600 

Balance 24,800 


$114,200 


$114,200 
Balance 24,800 


Arrange  this  statement  in  more  intelligible  form.  What  fig- 
ure would  you  report  to  the  government,  as  an  auditor,  as  the 
net  proprietary  income?  What  figure  would  you  report  to  the 
manager  who  is  interested  in  comparing  the  concern  with  sim- 
ilar enterprises  ?  Explain. 

24. 

Trial  Balance  of  the  B  Company,  June  30,  1919,  covers  the 
period  from  Jan.  I,  1919,  to  date. 

Capital  Stock   $  $200,000 

Bonds    100,000 

Discount  on  Bonds 14,877.47 

Materials  Purchases  50,000 

Materials  Inventory 25,000 

Goods  in  Process  and  on  Hand 20,000 

Sales    120,000 

Cash    12,000 

Real  Estate  and  Buildings 60,000 

Machinery  and  Tools 42,000 

Supplies 6,000 

Wages  and  Salaries 25,000 

Insurance  and  Taxes 1,200 

Surplus   6,000 

Reserve  for  Depreciation  of  Plant  and 

Equipment    8,000 

Sinking  Fund  Reserve 10,000 

Sinking  Fund  Assets 10,000 
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Accounts  Receivable  15,000 

Allowance  for  Bad  Accounts 17747 

Repairs  and  Maintenance 5>5oo 

Improvements  on  Leased  Property  . . .     2,000 

Advertising   2,500 

Office  Expense  3,600 

General  Expense 1,500 

Shop  Expense 4,200 

Interest   

Rent    600 

Liberty  Bonds  144,400 


Totals $444,777.47        $444,777.47 

Adjustments 

(1)  Materials  and   Merchandise   Inventories:     Materials, 
$30,000;  Goods  in  Process  and  on  Hand,  $18,000. 

(2)  Real  Estate,  Buildings,  Machinery  and  Tools  are  to  be 
depreciated  at  the  rate  of  10%  per  annum  on  the  net  valuation 
now  appearing  in  the  accounts. 

(3)  Supplies  on  hand,  $1,000;  salaries  prepaid,  $200;  wages 
unpaid  but  accrued,  $600;  taxes  accrued,  $1,200;  insurance  unex- 
pired,  $600. 

(4)  The  Accounts  Receivable  item  should  be  written  down 
5%  of  the  gross  valuation  now  appearing  in  the  accounts. 

(5)  The  improvements  on  Leased  Property  are  valued  at 
cost. 

(6)  A  semi-annual  payment  of  bond  interest  is  due  July 
i,  1919.    The  bond  rate  is  4%  ;  the  effective  rate  is  6%. 

(7)  The  rent  item  covers  a  payment  to  the  B  Company 
by  another  firm  for  a  year's  rent  (Jan.  i,  1919 — Jan.  i,  1920) 
for  office  space  in  its  building. 

From  the  above  information  prepare  an  income  sheet. 
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25- 

On  pages  n  to  22  of  Moody's  Manual  of  Corporation  se- 
curities for  1916  there  is  given  a  description  of  the  properties 
controlled  by  the  American  Gas  Company.  A  consolidated  in- 
come sheet  is  given  on  page  13  and  separate  income  sheets  of  the 
affiliated  companies  on  the  following  pages.  Study  these  state- 
ments carefully  and  write  a  report  on  the  form  and  content  of 
the  consolidated  income  sheet. 

26. 

Is  the  following  an  income  sheet? 

Income  Sheet,  E.  W.  Bliss  Co.,  for  the  year  ended  Dec. 
31,  1915,  page  2215,  Moody's  Manual,  1916. 

Net  Earnings $5,532,101 

Preferred  Dividends  (8%)  100,000 


$5,432,101 
Common  Dividends  (20%)    250,000 


Balance  after  Dividends $5,182,101 

Previous  Surplus  2,243,047 


Surplus  Jan.  i,  1916 $7,425,148 

27. 

(Taken  from  the  Pennsylvania  C.  P.  A.  examination  questions, 

1904). 

A  gas  company  shows  the  following  trial  balance  at  the 
end  of  its  first  year  of  business : 

Manufacturing  labor.. $     5,400      Capital  Stock- $  500,000 

Boiler   Fuel    3,200     Bonds   500,000 

Generator  Fuel 5,4OO  Accounts  Payable...       48,000 

Oil 126,000      Gas  Account 342,600 
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Purifiers  3,200 

Repairs  Works  2,600 

Expense  Works 3,900 

Water  1,500 

Insurance    300 

Taxes 4,800 

Distribution  Labor  and 

Material   12,000 

Office  Expense 13,500 

Stable  Expense 4,000 

Repairs  Meters 600 

Repairs  Mains 1,800 

Repairs  Services 700 

Street  Lighting 300 

Advertising    300 

Maintenance  Arc 

Lamps   1,500 

Licenses    1,000 

Discounts  34,ooo 

General  Expenses  ....  5,ooo 
Sundry  Debtors  Gas.  .  40,000 
Sundry  debtors  Mer- 
chandise     10,000 

Cash    29,000 

Bond  Interest 25,000 

Plant    1,055,600 


$1,390,600  $1,390,600 

The  Inventory  of  Manufactured  Material  is ....  $20,000 

The  Inventory  of  Distribution  Material  is 4,000 

No  other  inventories  of  any  description  are  carried. 
The  Amount  of  Gas  Manufactured 

During  the  Year 300,000,000  cu.  ft. 

Amount  Sold  270,000,000  cu.  ft. 

Unaccounted  for 30,000,000  cu.  ft. 
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Give  (i)  the  manufacturing  cost  of  gas  sold;  (2)  the  dis- 
tribution cOvSt  of  gas  sold;  (3)  prepare  statement  of  operations 
of  the  company  and  balance  sheet  of  assets  and  liabilities. 

28. 

The  following  comparative  income  sheet  for  the  American 
Hide  and  Leather  Company  for  two  years  is  taken  from  Moody's 
Manual  (1916)  p.  2066.  Criticise  the  form  of  statement  and 
state  in  narrative  form  the  information  given. 

Income  Sheet  of  Company  and  Its  Substitutes, 
Years  Ended  June  30 

1914-15  I9I3-H 

Gross  Output $19,092,483  $17,759,076 

Expenses — 

Hides  and  Skins  Used,  Etc 11,481,192  12,187,667 

Manufacturing  Supplies  and  Expenses     4,383,750  3,264,645 

Discounts 824,574  754,180 

General  and  Selling  Expenses SI4>379  529,IO3 

.    Total    $17,203,895        $16,735,595 

Trading  Profits    1,888,588  1,023,481 

Miscellaneous  Income 41,202 

Total  Income $  1,888,588  $  1,064,683 

Deduct— 

Replacements,  Renewals  and  Repairs. $  173,937  $      188,296 

Bad  Debts  and  Reserve 18,825  17,195 

Interest  on  Loans,  Less  Interest  Earn- 
ed    74404  87,332 

*Interest  on  First  Mortgage  Bonds..  511,500  511,500 

Cost  of  150  Bonds  for  Sinking  Fund.  149,948  I53J55 

Total  Deductions $      928,614         $      957,478 

Surplus  for  Year 959,974  107,205 

•"^Includes  interest  on  bonds  in  sinking  fund. 


XXVI 

THE  GENERAL  BALANCE  SHEET 

i. 

Would  you  agree  with  the  following  statement  taken  from 
an  accounting  book  ?  "A  balance  sheet  can  only  be  an  approxima- 
tion to  facts,  the  degree  of  approximation  depending  upon  the 
skill  and  accuracy  with  which  the  estimates  are  made."  Explain 
what  you  consider  to  be  the  main  function  of  a  balance  sheet. 

2. 

What  important  comparisons  can  be  made  between  the  main 
groups  of  accounts  on  each  side  of  the  balance  sheet? 

3- 

Prepare  balance  sheet  in  proper  form  for  problem  24  in  the 
preceding  chapter. 


A  corporation  endorsed  a  $10,000  promissory  note  for  a 
customer.  In  case  the  customer  should  be  unable  to  pay  the 
corporation  would  have  to  redeem  the  note  out  of  its  own  funds. 
How  would  you  advise  that  this  transaction  be  treated  with  re- 
spect to  the  balance  sheet  ? 

5- 

Rearrange  the  accounts  in  the  following  balance  sheet  in  a 
form  more  convenient  for  comparative  purposes : 

Assets 

Real  Estate $    125,000 

Cash  50,500 
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Buildings   .......................  500,000 

Raw  Materials  ..................  170,000 

Finished  Goods    .................  225,000 

Goodwill  ........................  250,000 

Consignments    ...................  50,000 

Equipment   ......................  125,000 

Unissued  Stock  Preferred  ........  150,000 

Unissued  Stock  Common  .........  137,225 

Notes  Receivable  ................  75,ooo 

Accounts  Receivable   .............  125,000 

Investments  (Stocks  and  Bonds)  .  .  .  325,500 


$2,308,225 
Liabilities 

Capital  Stock  Preferred $  500,000 

Capital  Stock  Common 750,000 

Bonds   400,000 

Notes  Payable   175,000 

Accounts  Payable    215,225 

Reserve  for  Depreciation 18,000 

Reserve  for  Uncollectible  Accounts.  20,000 

Reserve  for  Contingencies 5,ooo 

Surplus 225,000 


$2,308,225 
Give  your  opinion  as  to  the  financial  condition  of  this  concern. 

6. 

Suppose  that  you  have  access  to  the  following  additional 
information  with  regard  to  the  company  whose  balance  sheet  was 
given  in  the  last  problem.  The  Reserve  for  Depreciation  is  in- 
adequate to  care  for  the  decrease  in  property  value  by  $20,000. 
Finished  goods  were  inventoried  at  selling  price.  The  mark  up 
for  selling  expenses  and  profit  amounts  to  25%  of  selling  price. 
Restate  the  balance  sheet  in  the  light  of  these  facts. 
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The  following  balance  sheet  was  published  by  the  X  Mining 
Company  for  December  31,  1916: 

Assets 

Property  Account   $28,755,434 

Equipment  1,194,708 

Stripping  Overburden 150,000 

Extraordinary  Repairs  75,ooo 

Prepaid  Royalties 85,907 

Inventory — Coal  1,335,862 

Accounts  Receivable  59 J, 793 

Notes  Receivable 336,000 

Cash  503,822 

Reserve  Funds 282,559 

Company's  Bonds  in  Treasury 312,000 

Investment  Securities  161,000 


$33,784,085 
Liabilities 

Common  Stock $15,000,000 

Preferred  Stock 12,600,000 

Bonds  2,440,000 

Accrued  Interest   24,006 

Accrued  Taxes 20,440 

Premium  on  Preferred  Stock 13,020 

Reserve  for  Depreciation  (Coal  Depl'n)  111,529 

Notes  Payable   83,402 

Accounts  Payable    40,040 

Accrued  Wages  45,523 

Reserve  for  Sinking  Fund 130,103 

Contingency  Reserve    106,060 

Surplus ~. 3,169,962 

$33,784,085 

Place  the  accounts  in  proper  groups  and  write  out  your 
opinion  of  the  condition  of  this  corporation. 
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A  manufacturing  company  purchased  a  piece  of  real  estate 
for  $500,000.  The  company  paid  $250,000  in  cash  and  gave  a  first 
mortgage  for  the  balance.  The  real  estate  was  carried  on  the 
balance  sheet  at  $250,000,  and  no  mention  was  made  of  the  mort- 
gage. Would  you  consider  this  proper  ?  Explain  fully. 


State  three  methods  by  which  a  company  may  establish  a 
secret  reserve.  Would  you  approve  of  the  use  of  a  secret  reserve 
for  any  purpose? 

10. 

The  following  is  a  balance  sheet  of  the  American  Petroleum 
Company  as  published  in  Moody's  Manual  for  1916,  p.  2275. 
Discuss  the  condition  of  this  concern  particularly  with  respect  to 
immediate  and  ultimate  solvency.  What  is  the  net  proprietor- 
ship ? 

General  Balance  Sheet, 
December  31 


Liabilities  1915 

Preferred  Stock.  ..$  2,095,900 
Common  Stock  . .  .    12,468,400 

Stock  of  Subsidiary  100,060 

Bonded  Debt 738,400 

Bills  Payable 326,000 

Accounts   Payable..  22,157 

Interest  Accrued  . . .  3*827 
American    Oilfields 

Co 328,256 

Cal.  Pet.  Corp 552,°5° 

Reserve     for     Ex- 
haustion      611,705 

Reserve  for  Depre- 
ciation      608,460 

Surplus    294,604 

Total $18,149,759         Total $18,149,759 


Assets  1915 

Oil  Lands,  Wells, 
Leases,  Etc $i7>773>258 

Oil  on  Hand I94>323 

Materials  and  Sup- 
plies    I25,924 

Accounts  Receiv- 
able    324i5 

Cash .  2,790 

Deferred  Charges..  21,049 
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Statement  of  Working  Capital, 
December  31 


Current  Assets 


Current  Liabilities        1915 


Oil  on  Hand $    194,323     Bills  Payable $    326,000 


Materials  and  Sup- 
plies    125,924 

Accounts  Receiv- 
able    32>4i5 

Cash    2,790 


Accounts  Payable...  22,157 
American    Oilfields 

Co 328,256 

Cal.  Pet.  Corp 552,060 


Total    $     355,452         Total    $1,232,290 

Net  Working  Capital,  Dec.  31  (Debit) $   876,838 


ii. 

General  Balance  Sheet,  Dierk's  Lumber  and  Coal  Company, 
Dec.  31,  1914.    Moody's  Manual,  1916,  p.  2519. 

General  Balance  Sheet, 
December  31 

1914 


Assets 

Real  Estate  and  Per- 
sonal Property  . .  .$  320,579 

Timber  and  Timber 
Lands  2,557,095 

Saw  Mill  Plant  ....        57,857 

Accounts  and  Bills 

Receivable  !>347>659 

Merchandise  251,572 

Stocks  in  Other 
Companies  875,372 

Cash    61,368 


Liabilities  1914 

Capital  Stock $2,697,000 

Bonded  Debt 475,ooo 

Accounts    and    Bills 

Payable  359,974 

Profit  and  Loss 1,939,528 


Total    $5,471,502         Total    $5,471,502 
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Statement  of  Working  Capital, 
December  3! 

Current  Assets          1914  Current  Liabilities        1914 

Accounts    and    Bills  Accounts    and    Bills 

Receivable    $1,347,619         Payable   $    359,974 

Merchandise  211,572 

Cash 61,368 


Total $1,660,599         Total    $   359,974 

Net  Working  Capital,  Dec.  31 $1,300,625 

Criticize  the  form  in  which  the  information  is  presented. 
Assuming  all  valuations  properly  made  what  is  the  financial  con- 
dition of  this  concern? 


XXVII 

COMPARATIVE  AND  CONSOLIDATED 
BALANCE  SHEETS 


i. 

What  information  concerning  the  financial  history  of  a  busi- 
ness may  be  obtained  from  a  comparative  balance  sheet  that  is  not 
obtainable  from  an  income  sheet  ? 


2. 

Analyze  the  following  comparative  balance  sheet  and  state 
in  narrative  form  all  the  facts  exhibited. 

Balance  Sheet 

Dec.  31  Dec.  31 

Assets  1915  1916 

Real  Estate $  45,000  $  51,000 

Buildings   '. 30,000  30,000 

Machinery  60,000  47,5oo 

Goodwill    25,000  25,000 

Raw  Materials   10,500  8,250 

Finished  Goods   49,000  65,000 

Notes  Receivable  15,000  18,000 

Accounts  Receivable  20,000  15,000 

Investments   10,000  25,000 

Cash  12,000  11,150 


$276,500        $295,900 
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Liabilities 

Common  Stock $100,000  $100,000 

Preferred  Stock 100,000  100,000 

Mortgage 25,000 

Accounts  Payable 14,000  16,000 

Notes  Payable   26,000  1,000 

Reserve  for  Depreciation 22,300  28,200 

Surplus 14,200  25,700 

$276,500  $295,900 
3- 

The  following  is  a  comparative  balance  sheet  of  a  corpora- 
tion for  December  31  of  the  years  mentioned: 

Assets                                                  1914  1915 

Real  Estate $    150,000  $    150,000 

Building   323,553  316,614 

Machinery   428,968  510,897 

Additions  and  Betterments   215,500  859,684 

Merchandise    616,520  653,553 

Accounts  Receivable   210,000  225,000 

Cash   338>oi3  481,227 

Discount  on  Bonds 18,215  16,400 

$2,300,769  $3,213,375 
Liabilities 

Common   Stock    $    600,000  $1,200,000 

Preferred  Stock 300,000 

Bonds   450,000  800,000 

Notes  Payable    25,000  150,000 

Accounts  Payable    24,505  99,760 

Reserve  for  Sinking  Fund 175,000  '  200,000 

Reserve  for  Depreciation 175,000  195,000 

Surplus    851,264  268,615 


$2,300,769 

Give  a  history  of  the  business  for  the  year  1915. 
fully  as  possible  all  changes  on  the  liability  side. 


$3,213,375 
Explain  as 
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The  following  is  a  comparative  balance  sheet  of  the  Beltane 
Manufacturing  Company  for  the  years  ending  December  31,  1915 
and  1916. 

Assets                                                         1915  1916 

Real  Estate $150,000  $150,000 

Plant 150,000  130,000 

Machinery    95,ooo  90,000 

Raw  Materials  41,013  37,642 

Finished  Goods    48,687  62,358 

Notes  Receivable  50,300  40,042 

Accounts  Receivable  * 21,300  20,042 

Sinking  Fund 28,400  33,9i6 

Depreciation  Fund 30,000 

Cash   20,350  14,129 

$605,050  $608,129 

Liabilities 

Common  Stock $150,000  $150,000 

Preferred  Stock 150,000  150,000 

Bonds   100,000  100,000 

Notes  Payable   54,oio  16,919 

Accounts  Payable    63,101  67,294 

Sinking  Fund 28,400  33,9*6 

Reserve  for  Uncollectible  Accts 4,499  4,000 

Reserve  for  Depreciation 25,000  23,500 

Surplus    30,040  62,500 


$605,050        $608,129 

The  board  of  directors  fail  to  understand  how  there  can  be 
a  large  increase  in  surplus  and  at  the  same  time  a  considerable 
decrease  in  cash.  Prepare  a  statement  explaining  this  apparent 
discrepancy.  Would  you  advise  this  concern  to  borrow  to  pay  a 
dividend  ? 
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Comparative  balance  sheet  of  the  Perrine  Manufacturing 
Company,  December  31 : 

Assets  1915  1916 

Patents  and  Goodwill $3,204,125  $3,266,864 

Real  Estate  and  Buildings  (at  cost)  ....  783,053  794,574 

Machinery  and  Tools  (at  cost)   635,731  655,794 

Materials    886,987  878,346 

Bonds  (Investment)    100,800  100,800 

Cash    58,319  52,045 

Accounts  Receivable  264,336  334,459 

Bond  Discount 52,553  49,937 

Insurance  (prepaid)    9,°93  6,048 

Deficit    6,088 


$5,994,997 
Liabilities 

Common  Stock $2,500,000 

Preferred  Stock 2,000,000 

Bonds  1,125,000 

Notes  Payable   300,000 

Accounts  Payable    67,779 

Surplus    2,218 


$6,144,955 

$2,500,000 

2,000,000 

1,117,000 

425,000 

102,955 


$5,994,997        $6,144,955 

Give  a  history  of  the  business  for  the  year  explaining  as  fully 
as  possible  the  changes  in  each  account.  Criticize  the  accounting 
practices  of  this  company. 

6. 

Comparative  balance  sheet  of  the  Kelley-Hyde  Company, 
December  31 : 

Assets                                               1914  1913 

Patents  and  Goodwill $14,000,000  $14,000,000 

Plant  and  Machinery  (at  cost)   11,093,963  11,196,987 

Sinking  Fund  48,056  43>243 

Materials  and  Supplies 7,502,037  8,828,582 
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Notes  Receivable  311,240  440,254 

Accounts  Receivable  1,177,603  1,077,848 

Cash   590,769  739,111 

Prepaid  Insurance,  etc 80,976  103,052 

$34,804,644  $36,429,077 
Liabilities 

Common  Stock $  8,750,000  $  8,750,000 

First  Preferred  Stock 9,215,000  9,215,000 

Second  Preferred  Stock 6,535,000  6,535,000 

First  Mortgage  Bonds   6,126,000  6,412,000 

Notes  Payable   453,ooo  1,806,200 

Accounts  Payable 220,033  600,344 

Reserve  for  Sinking  Fund 2,447,056  2,156,233 

Surplus    _i,p58,555  954,3°° 

$34i8o4i644  $36,429,077 

(a)  Explain  the  changes  in  all  accounts  as  far  as  possible. 

(b)  How  is  the  sinking  fund  invested? 


From  the  following  comparative  balance  sheet  of  the  Her- 
cules Buggy  Company,  (Moody's  Manual,  1916,  p.  2749)  give  a 
history  of  the  business  for  the  year  ending  Oct.  13,  1915. 

General  Balance  Sheet 
Assets 

Oct.  13,  1915    Oct.  10,  1914 

Plant  and  Equipment $   261,541  $   270,324 

Patents,  Franchises,  Etc 500,000  500,000 

Investments  in  Other  Companies 730,113  552>576 

Inventories   198,962  419,931 

Bills  and  Accounts  Receivable 308,562  326,546 

Adv.  for  Merchandise,  Etc 39,2 1 8  23,648 

Cash   188,564  52,888 

Preferred  Stock,  Sinking  Fund 18,987 

Deferred  Charges 3>IQ6  2,909 

Total .$2,230,267  $2,167,809 
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Liabilities 

Oct.  13,  1915     Oct.  10,  1914 

Capital  Stock   $1,364,900  $1,389,950 

Current  Liabilities  98,120  1 17,209 

Taxes  Accrued 16,370  14,125 

Undivided  Profits  550,877  44^>;S2S 

Reserve  for  Preferred  Dividends 200,000  200,000 


Total    $2,230,267  $2,167,809 

Statement  of  Working  Capital 

Current  Assets 

Oct.  13,  1915     Oct.  10,  1914 

Inventories   $    198,962  $    419,931 

Bills  and  Accounts  Receivable 308,562  326,546 

Cash   188,764  52,888 

Adv.  for  Merchandise,  Etc 39,2i8  23,648 


Total $    735.506        $    823,013 


Current  Liabilities 

Oct.  13,  1915     Oct.  10,  1914 

Accounts  Payable $       9,587        $      1 1,510 

Savings  Accounts 88,543  93,828 

Salaries  and  Wages  Accrued 11,871 


Total   $     98,120        $    1 17,209 

Net  Working  Capital $   637,386        $    705,804 

What  in  your  opinion,  is  meant  by  the  account  Reserve  for 
Preferred  Dividends? 


THE  BALANCE  SHEET 
8. 


179 


The  following  balance  sheet  of  the  Package  Confectionery 
Company,  (incorporated  Jan.  i,  1914,  for  the  purpose  of  taking 
over  and  expanding  already  existing  businesses),  was  published 
in  Moody's  Manual,  1916,  p.  3225.  Explain  what  is  meant  by  each 
account  and  give  a  history  of  the  enterprise  as  covered  by  the 
two  balance  sheets. 

General  Balance  Sheet, 
December  31. 

Assets 

1915  1914 

Real  Estate,  Machinery,  Etc $    534,732  $    536,633 

Cash  and  Debts  Receivable 43.299  115,122 

Inventories    157,242  143489 

Investments    230,201  100,000 

Development  and  Organization  Expense      102,950  38,069 

Prepaid  Items  • 5,686  12,565 

Copyright,  Etc 1,001,662  1,000,869 

Sinking  Fund 3,635 

Total    $2,079,407        $1,946,747 

Liabilities 

1915  1914 

Capital  Stock $1,579,000  $1,518,000 

Bills  and  Accounts  Payable 406,140  300.684 

R.  E.  Bonds 71,000  71,000 

Expense  Accrued 4,735 

Reserves   15,102 

Surplus   3,430  37>°63 

Profit  and  Loss 20,000 


Total    $2,079,407        $1,946,747 


i8o  PROBLEMS  AND  EXERCISES 


Balance  sheet  for  the  Meeker  Promotion  Company,  Decem- 
ber 31,  1916: 

Assets 

Real  Estate $     35,025 

Building  and  Equipment 299,757 

Stocks  in  Associated  Co.'s 1,225,000 

Notes  Receivable  90,500 

Accounts  Receivable   14,980 

Cash   124,341 

Bond  Discount 13,980 

Deficit 100,214 


$1,903,797 


Liabilities 


Capital  Stock   $1,000,000 

Bonds   580,000 

Notes  Payable 4!>74O 

Accounts  Payable   10,733 

Sinking  Fund  Reserve   170,000 

Reserve  for  Accrued  Depreciation. .  80,324 

Reserve  for  Addition  to  Plant 21,000 


$1,903,797 

(a)  Explain  the  meaning  of  each  account  appearing  in  this 
balance  sheet. 

(b)  In  case  of  dissolution  how  much  would  the  stock-holders 
receive,  assuming  all  items  properly  valued? 

(c)  What  further  information  should  be  given  with  a  bal- 
ance sheet  for  a  corporation  of  this  type? 
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The  Meeker  Promotion  Company,  whose  balance  sheet  was 
given  in  the  preceding  problem,  owns  $1,225,000  (par  value) 
stock  of  the  Carter  Manufacturing  Company  (half  common  and 
half  preferred).  The  following  is  a  comparative  balance  sheet  of 
the  Carter  Manufacturing  Company  for  the  years  ending  De- 
cember 31,  1915  and  1916: 

Assets  1916  1915 

Land  $      15,200        $      15,200 

Buildings   r.  Vf>.{'.?-5.0. .  :.'?M??-.V. . . .  127,599  120,224 

Equipment  -  ^ »  ? .° *.  *-?*.  .V.3 320,323  302,052 

Bills  Receivable   17,642  17,833 

Accounts  Receivable  39,3 14  8,467 

Finished  Goods-.^AV.^f. 145,289  165,247 

Raw  Materials  413,602  496,452 

c^sh r  m.^ 45,763  29,153 

Deficit  ....?£ 1 1 ?:. f 192,796  170,412 

$1,317,528     $1,325,040 

Liabilities 

Common  Stock $  650,000  $    650,000 

Preferred  Stock 650,000  650,000 

Notes  Payable 10,500  18,600 

Accounts  Payable 7,028  6,440 


$1,317,528        $1,325,040 

(a)  Assuming  that  the  accounts  as  shown  are  correct,  what 
would  be  your  opinion  as  to  the  solvency  of  the  Carter  Manufac- 
turing Co.? 

(b)  Prepare  a  consolidated  balance  sheet  for  the  Meeker 
Promotion  Company  and  the  associated  company. 

(c)  How  much  would  the  stockholders  of  the  Meeker  Com- 
pany realize  in  case  of  the  dissolution  of  both  corporations  ? 
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ii. 

Assuming  that  you  have  obtained  the  following  information 
in  regard  to  items  appearing  on  the  balance  sheet  of  the  Carter 
Manufacturing  Company,  prepare  a  new  balance  sheet  for  that 
company.  The  buildings  are  carried  at  cost,  while  the  value 
(1916)  was  80%  of  cost.  The  Equipment  account  has  been 
charged  with  various  renewals  but  no  depreciation  has  been 
allowed;  this  property  is  overstated  by  $35,000.  The  finished 
goods  were  inventoried  at  cost  price  in  1915  and  at  selling  price 
in  1916.  The  cost  price  is  75%  of  selling  price.  The  preferred 
stock  is  6%  cumulative,  and  no  dividends  have  been  paid  in  four 
years. 

With  this  additional  information  prepare  a  new  consolidated 
balance  sheet.  How  much  would  the  stockholders  receive  now  in 
case  of  dissolution? 

12. 

Explain  why  a  consolidated  balance  sheet  is  of  importance  to 
the  stockholders  of  a  large  holding  company  similar  to  the 
American  Telephone  and  Telegraph  Company. 


A  certain  holding  company  owns  90%  of  the  stock  of  a  sub- 
sidiary. The  subsidiary  company  has  an  issue  of  $500,000  first- 
mortgage  bonds  outstanding.  The  assets  are  not  sufficient  to  pay 
more  than  75%  of  the  par  of  the  bonds,  the  stock  being  absolutely 
worthless.  You  are  asked  to  state  how  the  holding  company 
should  show  its  ownership  in  the  subsidiary  company  on  its  bal- 
ance sheet. 

14. 

Explain  why  it  it  more  important  to  eliminate  intercompany 
relations  in  a  consolidated  balance  sheet  than  in  a  consolidated 
income  sheet. 
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STATEMENTS  OF  INSOLVENCY 

i. 

What  is  meant  by  a  statement  of  affairs  and  when  is  it  drawn 

2. 


Compare  the  deficiency  statement  with  a  statement  of  sim- 
ilar content  for  a  going  concern. 

3- 

The  following  comparative  balance  sheet  of  the  Rockhill 
Manufacturing  Co.  is  submitted  to  the  creditors  on  June  30,  1917. 
The  company  had  failed  to  pay  the  interest  on  bonds  at  the  last 
interest  payment  date.  State  your  opinion  as  to  the  solvency  of 
the  concern. 

General  Balance  Sheet, 
June  30. 

Assets 

1917  1916 

Plant  and  Equipment $1,909,881  $1,903,334 

Materials  and  Supplies 3I,39i  38,881 

Cash  and  Bills  Receivable 30,785  29,941 

Current  Accounts    27,197  13,661 

Other  Assets 133,063  122,947 

Deferred  Debit  Items  4,661 

Profit  and  Loss  67,839  45*796 


Total $2,204,817        $2,154,560 
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Liabilities 

1917  1916 

Capital  Stock $    500,000  $    500,000 

Bonded  Debt 1,351,000  1,351,000 

Current  Liabilities  327,726  273,726 

Accrued  Interest   13,884  I3>342 

Deferred  Credit  Items 12,207  16,492 


Total   $2,204,817        $2,154,560 


The  bondholders  (problem  3)  decide  to  bring  insolvency  pro- 
ceedings. Accordingly  a  trustee  is  appointed  and  is  directed  by 
the  court  to  wind  up  the  affairs  of  the  company.  On  investigation 
he  finds  the  following  facts : 

(a)  The  plant  and  equipment  will  probably  bring  $980,000 
at  forced  sale. 

(b)  Materials  and  supplies  will  bring  $25,000. 

(c)  The  amount  of  actual  cash  on  hand  is  $15,000.     The 
notes  (bills  receivable)  are  worth  about  $12,250. 

(d)  The  uncollectible  accounts  amount  to  about  $3,150. 

(e)  Other  assets  consist  of  supplies,  etc.,  which  will  yield 
$75,000. 

(f)  The  deferred  assets  are  worthless. 

(g)  The  bonds  are  secured  only  by  a  mortgage  on  the  plant 
and  equipment. 

(h)  All  other  liabilities  are  unsecured. 

Draw  up  a  statement  of  affairs  on  the  basis  of  these  facts 
showing  approximately  the  amount  which  unsecured  creditors  will 
receive  on  the  dollar. 
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Suppose  that  the  estimates  in  the  last  problem  prove  correct 
and  that  the  trustee's  fees  and  expenses  amount  to  $2,000,  draw 
up  a  deficiency  statement. 

6. 

Suppose  that  instead  of  finding  a  purchaser  for  each  separate 
asset  (problem  3)  the  trustee  sells  the  business  as  a  whole  for  a 
consideration  of  $1,250,000,  but  the  trustee  is  to  settle  all  out- 
standing liabilities.  Prepare  a  deficiency  statement  assuming 
again  that  the  trustee's  fees  and  expenses  amount  to  $2,000. 


XXIX 

COST  ACCOUNTING 

i. 
Give  a  general  statement  of  the  field  of  cost  accounting. 

2. 

State  some  of  the  specific  questions  concerning  which  the 
manager  may  desire  information. 

3- 

Contrast  economic  cost  of  production  and  expense.  Explain 
carefully,  with  illustrations,  why  the  manager  must  take  economic 
cost  into  consideration.  Argue,  however,  that  this  fact  need  not 
involve  the  charging  of  interest  or  other  phases  of  income  to  ex- 
pense accounts. 

4- 

Show  that  the  ordinary  financial  accounts,  properly  classified, 
furnish  much  information  of  value  to  the  manager.  What  figures 
particularly  may  be  used  (comparatively)  as  a  rough  test  of 
efficiency  ? 

5- 

The  management  of  a  certain  corporation  is  considering  the 
introduction  of  new  types  of  machines  to  replace  certain  older 
hand  processes.  This  innovation  will  require  an  outlay  of  $35,000. 
Of  this  amount  $10,000  is  now  available  in  the  corporation's 
funds.  It  will  be  necessary,  however,  to  secure  new  capital 
amounting  to  $25,000.  The  rate  of  return  required  will  probably 
approximate  6%.  To  introduce  these  new  methods  will  require 
the  scrapping  of  property  amounting  to  $3,000  (book  value  less 
amount  in  reserve).  Labor  cost  and  other  expense  will  be  re- 
duced $3,300  for  the  number  of  units  of  product  ordinarily  pro- 
duced in  one  year  by  the  old  system. 

Will  it  pay  the  corporation,  from  the  standpoint  of  the 
present  equities,  to  make  this  innovation,  assuming  the  average 
return  to  the  capital  now  invested  is  J%  ? 
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Is  there  any  occasion  to  charge  interest  on  the  capital  in- 
volved in  the  accounts  as  a  cost  whether  the  change  is  adopted 
or  not  ? 

Suppose  that  one  department  of  the  enterprise  has  already 
adopted  the  improved  methods,  for  experimental  purposes,  but 
that  all  similar  productive  units  are  using  the  old  method ;  should 
total  economic  cost  be  charged  to  the  expense  accounts  of  each 
department  so  that  these  accounts  may  be  used  for  comparative 
purposes  ? 

6. 

Explain  the  difficulties  involved  in  charging  interest  as  a 
cost  where  several  contractual  equities  requiring  different  rates 
of  return  are  involved.  What  should  be  done  with  proprietor- 
ship capital,  particularly  if  no  rate  is  specified?  If  interest  as  a 
cost  is  charged  should  it  cover  the  amount  invested  in  fixed 
assets  only,  or  the  value  of  current  assets  as  well? 

7- 

What  are  the  problems  of  the  cost  accountant  in  the  case  of 
an  establishment  or  firm  producing  but  one  product?  Can  you 
give  an  illustration  of  such  an  enterprise?  Would  it  be  fair  to 
say  that  a  company  producing  only  tin  cans  was  making  a  single 
product?  Explain  fully. 

8. 

What  are  the  further  problems  of  the  manager  and  cost 
accountant  in  the  case  of  an  enterprise  producing  several  pro- 
ducts ?  Illustrate. 

9- 

"The  needs  and  purposes  of  the  manager  should  determine 
the  character  of  the  expense  classification  adopted  in  any  case." 
Support  this  statement. 

10. 

Give  an  illustrative  classification  of  expense  for  some  small 
enterprise  with  which  you  are  familiar,  which  will,  in  your  judg- 
ment, reveal  the  important  facts  concerning  costs  which  the 
management  should  know. 
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n. 

Illustrate  the  difficulty  in  concrete  cases  of  drawing  the  line 
between  direct  and  indirect  expense. 

12. 

Discuss  the  problem  of  allocating  indirect  expense  to  units 
of  product  or  to  departments  or  phases  of  the  business.  Show 
that  any  such  allocation  is  bound  to  be  more  or  less  arbitrary. 


The  products  of  a  sheep  ranch  are  primarily  mutton  and 
wool.  How  is  the  manager  going  to  distribute  total  expense  be- 
tween these  two  products  ?  Show  that  many  analogous  problems 
arise  in  allocating  expense  in  manufacturing  and  other  industries. 

14. 

Explain  the  particular  difficulties  facing  the  cost  accountant 
in  the  railroad  industry. 

15- 

A  certain  manufacturer  who  was  arguing  in  favor  of  fixing 
specific  rates  for  a  railroad  on  the  basis  of  cost,  used  his  own 
experience  in  the  manufacturing  business  as  an  illustration.  He 
explained  that  he  was  manufacturing  four  different  articles. 
Prices  were  fixed  on  the  basis  of  the  cost  system  employed,  and 
as  proof  that  his  costs  were  accurate  the  manufacturer  submitted 
a  statement  of  expenses  properly  apportioned  on  a  "scientific" 
basis  to  each  product.  The  total  of  the  sums  apportioned  to  the 
separate  products  equalled  100%  of  the  total  expense;  therefore 
the  costs  found  were  accurate  ! 

This  case  illustrates  the  careless  analysis  prevalent  in  popular 
conceptions  of  cost  accounting.  Discuss. 

1  6. 

Describe  some  of  the  important  cost  records  needed  by  a 
printing  company  which  attempts  to  distribute  expense  on  the 
basis  of  the  "job." 


XXX 
MUNICIPAL  ACCOUNTING 

i. 

In  what  ways  may  municipal  and  business  corporations  be 
considered  alike  from  the  standpoint  of  the  accountant? 


Contrast  the  main  purposes  for  which  municipal  accounts 
are  kept  with  those  for  which  business  firm's  accounts  are  kept. 

3- 

What  significance  may  be  attached  to  the  item  on  the  liability 
side  of  the  municipal  balance  sheet  which  represents  the  excess 
of  assets  over  liabilities?  Would  the  term  "equity,"  as  used  in 
Chapter  II  of  the  text,  apply  to  this  item? 

4- 

"It  is  impossible  to  prepare  a  balance  sheet  for  a  city.  How 
can  a  money  value  be  placed  on  such  improvements  as  parks, 
health  laboratories  and  other  equipment  used  for  improving  the 
moral  and  physical  condition  of  the  community?  These  have  a 
value  far  in  excess  of  their  cost  to  the  city."  Could  you  agree 
with  the  thought  expressed  in  the  third  sentence  of  the  above 
quotation  and  disagree  with  the  first?  Explain  fully. 

5- 

Explain  why  an  income  sheet  is  of  more  importance  to  a  city 
than  a  statement  of  receipts  and  disbursements  for  the  same 
period. 

6. 

Outline  a  model  form  of  income  sheet  which  could  be  used 
by  a  small  city. 
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"Cost  accounts  have  practically  as  important  a  function  in 
the  modern  municipality  as  in  the  private  business  organization." 
Explain  why  this  is  true. 

8. 

It  is  essential  that  a  city  submit  a  special  income  sheet  for 
each  commercial  service  performed.  These  sheets  can  be  used 
for  comparative  purposes  in  disputes  concerning  the  relative 
merits  of  municipal  and  private  ownership  from  the  standpoint 
of  operating  efficiency. 

Show  how  the  income  sheets  may  be  used  for  this  purpose. 

9- 

What  relative  importance  do  you  attach  to  the  operating  and 
net  revenue  divisions  of  the  municipal  income  sheet? 

10. 

Outline  a  model  form  for  a  municipal  budget  showing  which 
accounting  statements  are  used  for  making  estimates. 

ii. 

How  may  a  budget  program  be  used  as  an  aid  to  the  citizens 
in  controlling  the  acts  of  city  officials? 

12. 

A  city  orders  a  street  paved.  The  contract  cost  is  $75,000. 
Bonds  bearing  5%  interest,  and  maturing  in  10  years,  are  issued 
at  par  to  meet  the  payment.  It  is  planned  to  charge  the  abutting 
property  owners  with  the  whole  cost  of  the  improvement,  the 
assessments  to  be  made  in  ten  equal  installments.  Give  the  entries 
that  you  would  make  on  the  city's  books  at:  the  time  the  bonds 
are  issued;  when  the  payment  is  made  to  the  contractor;  and  at 
the  collection  of  the  first  two  assessments,  assuming  that  the 
double-entry  .system  of  bookkeeping  is  used.  What  special 
ledgers  and  controlling  accounts  would  be  necessary? 
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The  city  of  Medville  owns  its  own  water  and  electric  light 
plants.  The  estimated  cost  of  the  water  used  for  fire  protection 
in  1916  is  $5,200;  for  the  city  hall,  $175;  for  public  parks,  $585. 
The  estimated  cost  of  electricity  used  for  street  lighting  is 
$10,500;  for  the  city  hall  $120;  for  special  park  lighting,  $150. 

Give  the  journal  entries  you  would  make  covering  the  above, 
and  explain  the  effect  of  each  entry  on  the  income  sheet  for  each 
department  of  the  city. 

14. 

A  city  which  owns  and  operates  its  own  water  and  electric 
light  plants,  uses  the  same  power  plant  for  both.  What  accounts 
should  be  kept  to  properly  charge  each  department  with  its  share 
of  the  cost  of  producing  power? 

15- 

In  1915  the  party  in  control  of  the  municipal  offices  in  a 
small  city  attempts  to  re-elect  its  officers  on  the  basis  of  a  claim 
for  efficient  management  of  municipal  finances.    A  reduced  tax 
rate  is  urged  as  one  indication  of  this  efficiency.    An  accountant, 
employed  by  the  opposition  party,  presents  the  following  com- 
parative balance  sheet  (in  summary  form)  as  a  refutation  of  this 
claim  : 

City  of  Langley 
Fixed  Assets  ...........  $1,750,000        $1,885,000 

Current  Assets  .........        55,ooo  8,500 


$1,805,000  $1,893,500 

Bonded  Debt    $1,500,000  $1,650,000 

Current  Debt 200,000  225,000 

Surplus    105,000  28,500 


$1,805,000        $1,893,500 

What  bearing  does  this  statement  have  upon  a  reduction  of 
the  tax  rate  and  the  general  contention  of  the  party  in  power? 
Explain  fully. 


XXXI 

RAILROAD  ACCOUNTING 

i. 

What  situation  has  given  rise  to  the  present  emphasis  upon 
public  utility  accounting? 

2. 

Give  examples  of  some  of  the  accounts  in  the  I.  C.  C.  classi- 
fication, "Investment  in  Road  and  Equipment."  What  is  the 
purpose  of  this  classification? 

3- 

Explain  the  situation  which  has  made  the  present  railway 
balance  sheet  figures  for  the  fixed  assets  of  mainly  nominal 
significance. 

4- 

A  railroad  company  removes  old  rails  with  a  book  value 
(less  the  credits  to  the  reserve)  of  $2,500.  Salvage  value  amounts 
to  but  $1,200.  What  journal  entries  should  be  made? 

The  cost  of  the  above  rails  (and  the  book  value  before  de- 
ducting the  amount  in  reserve)  is,  we  will  suppose,  $5,000.  These 
rails  are  of  the  seventy-pound  type.  The  present  cost  of  the 
same  number  of  similar  rails  is  $6,000.  New  rails  (ninety-pound 
type)  which  cost  $8,000  are  laid  to  replace  the  old.  Give  the 
entries  which  would  be  made  covering  this  replacement  according 
to  the  rules  of  the  I.  C.  C.  Commission.  What  is  now  the  amount 
of  property  appearing  in  the  in  the  Rails  account  as  far  as  the 
items  mentioned  are  concerned?  Do  you  agree  with  this  pro- 
cedure? Explain  fully. 

5- 

Why  is  it  an  error  in  accounting  principle  to  charge  bond 
discount  to  a  profit  and  loss  (or  surplus)  account? 
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Name  the  several  groups  of  accounts  found  on  the  prescribed 
railway  balance  sheet  ?  Interpret  each  of  these  groups.  Can  you 
suggest  a  more  logical  arrangement? 

7- 

In  a  railway  income  statement  you  find  listed  among  "de- 
ductions from  gross  income"  the  following  items : 

Hire  of  equipment ; 

Rent  for  leased  roads; 

Interest  on  funded  debt ; 

Interest  on  unfunded  debt; 

Loss  from  operation  of  leased  roads. 

Are  these  all  congruous  items?    Explain  fully. 

8. 

Discuss  the  relation  between  rate  regulation  and  the  import- 
ance of  sound  accounting  practice.  Why  is  it  less  important  that 
the  accounts  reflect  the  value  of  the  assets  used  in  the  case  of  the 
competitive  than  the  public-utility  enterprise? 

9- 

Discuss  the  relative  merits  of  original  cost  and  present  value 
as  bases  for  measuring  the  values  of  the  assets  of  public  utilities. 

10. 

Show  that  present  value  requires  the  recognition  of  both  ap- 
preciation and  depreciation.  Does  a  property  at  100%  efficiency 
necessarily  represent  100%  of  the  investment?  Explain  fully. 


XXXII 

AUDITING 

i. 

What  do  you  understand  by  an  audit  and  auditing? 

2. 

What  are  the  general  purposes  of  audits  ? 

3- 

Give  several  examples  of  specific  inquiries  which  give  rise 
to  audits. 

4- 

Illustrate  the  fact  that  government  regulation  leads  to  many 
examinations  of  accounting  records.  Do  you  suppose  the  passage 
of  the  corporation  income  tax  increased  the  work  of  auditors? 
Will  the  present  "excess-profit"  and  similar  taxes  have  any 
effect  on  such  work? 

5- 

Illustrate  the  fact  that  the  verification  of  clerical  accuracy 
does  not  prove  that  sound  accounting  principles  have  been  ob- 
served. Does  the  fact  that  debits  equal  credits  prove  that  no 
misappropriations  have  been  made?  What  conclusion  can  you 
draw  as  to  the  point  of  emphasis  for  the  auditor? 

6. 

Name  the  essential  qualifications  of  an  auditor,, 

7- 

An  estate  is  owned  by  five  heirs.  One  of  the  heirs  is  ap- 
pointed as  administrator.  The  property  consists  largely  in  real 
estate  and  notes,  and  the  income  is  accordingly  rentals  and  in- 
terest for  the  most  part.  All  funds  are  deposited  to  the  account 
of  the  administrator,  and  the  various  heirs  make  drawings  by 
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check  from  time  to  time.    For  four  years  no  statements  of  any 
kind  are  furnished  by  the  administrator. 

You  are  called  by  one  of  the  heirs  to  prepare  statements 
showing  the  present  status  of  the  estate  and  its  history  for  the 
four  years.  Describe  in  some  detail  the  steps  you  would  take, 
assuming  that  the  only  records  available  are  checks,  receipts  and 
similar  documents. 

8. 

A  shortage  is  suspected  in  funds  under  the  control  of  a 
municipal  officer.  You  are  called  to  examine  the  books.  You  find 
all  journal  entries  correctly  posted,  and  you  take  off  a  trial  balance 
which  "proves."  Just  what  does  this  indicate?  Does  it  prove 
that  there  have  been  no  defalcations  ?  Explain. 

9- 

In  auditing  the  books  of  a  company  you  find  that  a  very  in- 
significant allowance  has  been  made  for  depreciation  of  buildings. 
In  all  other  respects  the  books  are  correct  and  sound  account- 
ing principles  have  been  observed.  In  preparing  statements 
and  making  your  report  as  to  the  financial  condition  of  the  com- 
pany would  you  raise  this  point,  and  if  so,  in  what  way?  Would 
you  feel  called  upon,  as  an  auditor,  to  make  a  valuation  of  the 
buildings?  Is  the  valuation  of  assets  ever  a  part  of  the  auditor's 
work?  Discuss  fully. 

10. 

You  are  called  in  by  an  officer  of  a  small  concern  to  prepare 
an  income  sheet  for  tax-report  purposes.  The  books  have  not 
been  kept  by  complete  double-entry.  Accounts  are  kept  in  which 
are  recorded  all  merchandise  and  other  assets  purchased.  A  list 
of  all  notes  and  accounts  payable  is  available.  The  Cash  account 
shows  a  record  of  all  receipts  and  disbursements.  Cards  are 
available  showing  the  status  of  each  customer.  No  proprietor- 
ship accounts  are  kept. 

State  how  you  would  proceed  in  preparing  the  statement 
required. 
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